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NEW HORIZONS IN ACCOUNTING 


THE APPLICATION OF ACCOUNTING TECHNIQUES 
TO PROBLEMS OF SOCIAL ACCOUNTING 


by 


R. L. MATHEWS, B.COM., A.I.C.A. 
PART II 
CONSTRUCTING A SET OF SOCIAL ACCOUNTS 


Before concluding this description of the 
social accounting framework as it now 
exists, it might be helpful if we set about 
constructing a very simple set of accounts 
based upon two sectors only introducing 
most of the transactions which have sig- 
nificance from a social accounting point 


Model No. 1 

Current Transactions for Two Sectors 
For our first model let us assume that 

there are two sectors only, namely business 

undertakings and consumers, and that the 

only transactions that have to be recorded 


of view. This will provide a convenient 
model for illustrating not only the con- 
struction of the social accounts themselves 
but also for showing how the national in- 
come and expenditure account proper can 
be built up by selecting relevant items from 
the social accounts. 


are current transactions, namely purchases 
and sales of goods and services (including 
factor services) relating to the current 
period. Two social accounts would be suffi- 
cient to record this situation :— 


BusINnEss UNDERTAKINGS 


Expenditure 


Wages and Salaries 


ts £900 
Profits (paid as dividends) .. 


100 


£1,000 


Income 


Net Sales £1,000 


£1,000 


CoNSUMERS 


Expenditure 


Purchases £1,000 


£1,000 


| It will be noted that the three accounts 
referred _to as applicable to business 
wndertakings—trading account, income ac- 


Income 


Wages and Salaries 
Dividends 


count, and appropriation account—have 
been condensed, in this simple example, 
into one account. This usually happens in 





_ 


New Horizons in Accounting—continued 
practice, because there are insufficient 
transactions capable of being recorded to 
make the division into three accounts worth 
while. At the same time purchases and 
sales by business undertakings to one 
another have been eliminated, and atten- 
tion concentrated on net sales to the other 
sector. 

It has been mentioned that, under the 
usually accepted method of recording the 
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social accounts, the national income and 
expenditure account itself does not form 
part of the integrated set of accounts, but 
has to be built up by a process of selection, 
In the last resort national income can he 
classified into wages and salaries on the one 
hand and surplus on the other.”® National 
expenditure comprises final outlay on con- 
sumption and investment. In this example, 
therefore, national income and expenditure 
account will take the following form :— 


* NATIONAL INCOME AND .EXPENDITURE 


Expenditure 


Consumption £1,000 


National Expenditure £1,000 


Model No. 2 
Capital Transactions Added 


The ‘next step is to introduce capital 
transactions whilst still retaining the two 
sectors. Capital transactions, it will be 
remembered, may take two forms :— 

(a) saving and capital formation; 
(b) borrowing and lending. 

A rather special kind of saving, which 
we shall look at more closely later, is the 
provision of depreciation allowances. Inso- 
far as depreciation is charged against in- 
come for the current period it might seem 
appropriate to regard it as consumption 
rather than saving, and this is what we 
would do if we were only interested in net 
investment. But economists and others in- 
terested in the social accounts are inter- 
ested in gross investment, and depreciation 
allowances are regarded as an offset to 
this, thus corresponding to saving. There- 
fore, depreciation allowances provide the 
link between gross investment and net in- 


Income 


Wages and Salaries ;. aa £900 
Surplus (dividends) .. .. .. 100 
£1,000 


oe 


National Income 


vestment—and hence between gross income 
and net income. This is because deprecia- 
tion allowances are the source from which 
all investment that is not new investment 
is financed. 

In this example, also, we shall assume 
that part of the surplus accruing to busi- 
ness undertakings is not distributed as 
dividends, but is retained in the form of 
undistributed profits, ie. saved. Invest- 
ment by business undertakings in this ex- 
ample may therefore be financed by: 


(a) 
(b) 


depreciation 

allowances ; i.e. saving by busi- 

undistributed { ness undertakings 

profits ; 

(ce) borrowing from the savings of 
consumers. 

When capital transactions are added, 4 
capital account is required for each sector 
of the economy. The social accounts will 
then take the following form :— 


BusINEss UNDERTAKINGS CURRENT ACCOUNT 


Expenditure 
Wages and Salaries ; £700 
Depreciation Allowances .. .. 50 
Surplus to Consumers (as divi- 
dends) al We ee eae 200 
Savings (undistributed profits) .. 50 


£1,000 


ee ee 


Income 
Net Sales to consumers 
Investment Sales 


£1,000 


—_— 





See H. P. Brown (op. cit.). There is some dis- 
pute amongst economists as to whether rent and 
interest should be regarded as payments to factors 


of production or whether they represent part of 


‘‘surplus.’’ Following Mr. Brown, they are 
garded in this lecture as ‘‘surplus’’ items. 
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BusIness UNDERTAKINGS‘ CAPITAL ACCOUNT 


Expenditure 
Investment 


£250 


oo 


Income 


£250 Depreciation Allowances 


Undistributed Profits 
Borrowing from Consumers 


CoNSUMERS CURRENT ACCOUNT 


Expenditure 
Purchases of Goods and Services 
Saving —transferred to Capital 
Account 


£750 
150 
£900 


Income 


Wages and Salaries 
Dividends ete. 


ConsuMERS CAPITAL ACCOUNT 


Expenditure 


Lending to Business Undertakings £150 


Once again the national income and ex- 
penditure account may be built up by 
selecting relevant items from the accounts. 
It will be noted, however, that expenditure 
on investment and consumption is gross 
expenditure, whilst income in the form of 
factor payments and surplus items is net 


NATIONAL 


Expenditure 


£750 
250 


Consumption 
Investment 


£1,000 


Gross National Expenditure 


More realistic models could be built up, 
firstly by adding accounts for the govern- 
ment sector, and secondly by adding ac- 
counts for the rest of the world.*° But the 
above simple examples are probably suffi- 
tient to show how the social accounts are 
compiled. 





*Cf. H. P. Brown (op. cit.); F. Sewell Bray 
(op. cit.) ; C. 8. >) Principles of National In- 
come Analysis ; J. R. N. Stone (op. cit.). 


Income 
Saving £150 
income. The difference is depreciation al- 
lowances, and these must be added to net 
income on the income deducted 
from gross expenditure on the expenditure 
Usually the former method is adop- 


side, or 


side. 


ted :— 


INCOME AND EXPENDITURE 


Income 


Wages and Salaries... . £700 
Surplus of Business Unde rtakings 250 


Net National Income be a £950 
Depreciation Allowances .. .. 50 


Gross National Income 


£1,000 


It might be noted, however, that when 
the government sector is introduced a new 
type of transaction, the transfer payment, 
is recorded in the accounts. Transfer pay- 
ments also take place in the private sectors 
of the economy—e.g. gifts—but their rela- 
tive importance is much greater for gov- 
ernments dealing with taxation, interest on 
national debt, social service payments, etc. 
The government is properly regarded as a 
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subsidiary sector of the economy whose 
main function is to intervene in the process 
of deriving income and incurring expendi- 
ture, by levying taxes to finance its own 
expenditure. The contribution of govern- 
ments to the national income is considered 
to be the net cost of government activities. 
‘‘This cost is generally taken as being the 
wages and salaries paid by governments, 
since the net purchases of goods and ser- 
vices made by governments have all been 
counted in the net contribution of the 
trading enterprises which provide them.’’*! 
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Indirect taxes are, of course, included in 
the amounts recorded on the expenditure 
side of the national income and expendi- 
ture account, so that it is necessary to add 
them to the income side. This is done by 
distinguishing between net national income 
at factor cost (which comprises income 
payments to factors of production and 
surpluses) and net national income at mar. 
ket prices (which is net national income at 
factor cost plus indirect taxes). The 
national income and expenditure account 
would thus look something like this when 
the government sector accounts are intro- 
duced :— 


NATIONAL INCOME AND EXPENDITURE 


Expenditure 


Private Consumption 
Private Investment 
Government Consumption 
Government Investment 


£650 
200 
200 
50 


Gross National Expenditure £1,100 


Income 


Wages and Salaries 
Surplus of Business Undertakings 


£800 
200 


National Income at Factor 
Cost , er. 
Add Indirect Taxes oe ee aN 50 
National Income at Market 
Prices 


Net 


Net 
£1,050 


Add Depreciation . Allowances .. 50 


£1,100 


ee 


Gross National Income .. 


THE AUSTRALIAN WHITE PAPER ON NATIONAL INCOME 


In practice, the social accounts prepared 
by most governments contain a current ac- 
count for each sector, and a combined capi- 
tal account. This is because little informa- 
tion is available in regard to capital trans- 


actions in the domestic sectors of the 
economy. 

The principal items of the Australian 
White Paper accounts for 1949-50 are set 


out below :— 


TRADING ENTERPRISES 


Outlay 

£m. 
965 
230 


Wages, Salaries 

Company Income .. . 

Surplus Public Authority Busi- 
ness Undertakings 

Income of Unincorporated Busi- 
nesses can ae 

Rent and Interest .. 

Indirect Taxes 

Depreciation Allowances 


—£ 


121 
257 
125 





8H. P. Brown (ep. cit.), p. 15. 


Receipts 


Net Sales .. 
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FINANCIAL ENTERPRISES 


Outlay 
£m. 


Wages, Salaries 29 


Purchases from Trading “Expenses 3 


Profits ‘ 13 
Rent and Interest . 22 
Claims, Pensions, ete. 33 
Indirect Taxes ss - 2 


Increase in Assurance Funds 42 


£m.144 


Receipts 


Rent and Interest received -. . 
Premiums 


PusLic AUTHORITIES 


Outlay 
£m. 
Purchases of Goods and Services 401 
Deferred Pay, Armed Forces... 1 
Cash Social Service Payments 116 
Interest Paid .. Sa 97 
Capital Transfers .. .. .. .. 4 


£m.619 


INTERNATIONAL 


Outlay 
£m. 
Exports oar ee 607 
Other Receipts for Goods and Ser- 
vices 
Foreign Lending to “Australia 


33 
35 


£m.675 


Receipts 


Taxation 
Indirect 
Direct 

Surplus 

prises aa 

Rent and Interest received a 

Borrowing 


of Government 


PAYMENTS 
Receipts 


Imports ; 

Public Authority Payments 

Other Payments for Goods and 
Services ae 

Rent and Interest .. 

Net Dividends and U ndistributed 
Profits 


PERSONAL 


Outlay 
£m 
1,645 
213 
23 
305 


Consumption 

Direct Taxes .. 

Savings through Assurance Funds 
Other Savings ; 


Receipts 


Wages, Salaries 

Deferred Pay .. 

Income of Unincorporated Busi- 
nesses he 

Rent and Interest .. 

Dividends : 

Cash Social Service Pay ments 


Enter- 


707 
122 

50 
116 


£m.2,186 
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CapITaL ACCOUNT 


Outlay 
£m. 


Gross Private Investment .. .. 541 
Borrowing by Governments vil 45 


£m.586 


Receipts 
£m. 
Foreign Lending to Australia .. 35 
Depreciation Allowances .. .. 125 
Undistributed Profits .. . <s 85 
Increase in Capital Funds, ete. bia 36 
Other Personal Saving... .. .. 305 


£m.586 


The national income and expenditure account derived from these accounts is :— 


AUSTRALIAN NATIONAL INCOME AND EXPENDITURE 1949-50 


Income 
£m. 
Wages, Salaries, ete. ; 1,190 
Company Income .. . 224 
Income of U nincorporated Busi- 
nesses : i a) ae 730 
Net Rent and Inter rest SPE om 2 121 


.£m.2,265 
259 


National Income 
Indirect Taxes 


Depreciation Allowances .. .. 125 


.£m.2,649 


Gross National Product 


It should be noted that in the White 
Paper expenditure by public authorities is 
not allocated between consumption and in- 
vestment. Total government expenditure 
on goods and services is regarded as a final 
use of goods and services, a communal ex- 
penditure as it were, and recorded in the 
accounts in toto. In the aggregate state- 
ment of national expenditure this total is 
analysed to show major functional groups: 


Expenditure 


Public Authorities 
Financial Enterprises 
Gross Private Investment 
Personal Consumption 
Net Exports 


.£m.2,649 


ee 


Gross National Expenditure 


administration, social services, new works 
and maintenance, and defence. The third 
of these can be regarded as an approxi- 
mate indication of government investment. 

As with government expenditure, expen- 
diture by banks is regarded as a final use 
of goods and services.*? Difficulty is some- 
times experienced in understanding why 
net exports should figure among national 
expenditure; the reason is simply that net 


* The Financial Enterprises Accounts is perhaps unnecessarily complicated by its inclusion of two 
major groups of transactions, banking and assurance. The account can be divided in the following 


way :— 
Banking 
Interest received hi et c Sek 
Less: 
Interest paid .. £22m. 
Interest on Ass. 
Funds (saving) 19 
— £41m. 
Costs (national expendi- 
ture) - 


Profits 


Assurance 
Premiums si 7 - .. £66m. 
Less: 
Claims 
Costs 


Increase in funds (saving) 





a onan ae fe ee Oe 


a ._ Ss 


pre 
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exports have resulted in net additions to 
the income side against which, at the 
moment, no corresponding expenditure has 
been made. The item must therefore be 
placed on the expenditure side to enable 
that side of the account to balance with the 
income side—net exports are best regarded, 
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perhaps, as foreign investment or the pur- 
chase of claims to future imports. Differ- 
ences between the figures for ‘‘income of 
unincorporated businesses’? and ‘‘gross 
private investment,’’ as they sppear in the 
social accounts and as they appear in the 
national income and expenditure account, 
result from the method adopted of record- 
ing changes in farm stocks. 


ADVANTAGES AND LIMITATIONS OF THIS SYSTEM OF 
SOCIAL ACCOUNTING 


(a) Collecting the Data 

One of the major advantages claimed for 
a social accounting approach to problems 
of national income analysis has been the 
opportunity which it provides for esti- 
mating certain items in regard to which 
little information is available from ordin- 
ary statistical sources. If every item in an 
account but one—say private savings—can 
be estimated directly, the balance in the 
account is provided by the residual item, 
and a figure is thus obtained for the latter. 
The accounting approach has thus pro- 
vided a convenient means of estimating 
certain types of transactions which hitherto 
have been incapable of estimation. In addi- 
tion, the social accounting approach is sup- 
posed ‘‘to state very clearly where statis- 
tical information is still incomplete and 
further enquiries are needed’’** and to 
make the best use of the statistical infor- 
mation that is available ‘‘by bringing to 
light the many equivalents to any given set 
of transactions. ’’** 

Unfortunately it is usually the most sig- 
nificant transactions that have to be esti- 
mated as residual items. Not much reliance 
can be placed upon the figure obtained for 
personal saving, or net government borrow- 
ing, or net lending by overseas countries, 
when it is remembered that these are bal- 
ancing items that necessarily incorporate 
all the errors that have been made in esti- 
mating other items in their respective ac- 
counts. In some countries, e.g. the United 
Kingdom, even the estimate for investment 
has, until recently, been derived in this 
way. The margin of error that exists is 
perhaps illustrated by reference to recent 


“J. B. D. Derksen (op. cit.), p. 3. 

“J. R. N. Stone (op. cit.), p. 112. Stone sets 
out eight advantages of a social accounting ap- 
proach to national income studies. 


Australian White Papers. The 1947-48 
White Paper calculated gross private in- 
vestment for that year at £355 millions, but 
this figure was amended in the following 
White Paper to £460 millions. The 
Economist, commenting on similar discrep- 
ancies that have occurred in the English 
accounts, pointed out that ‘‘if the national 
income technique is to be successfully used 
as a guide to inflationary (or deflationary) 
potentialities in the economic system, a 
radical improvement will have to be made 
in the estimates about saving and the cost 
of investment. The White Paper frankly 
admits that these are undoubtedly the most 
vulnerable estimates in the whole paper 

.although this is extremely hazardous 
statistical territory an attempt must sooner 
or later be made to survey it, if the frame- 
work of information about capital invest- 
ment is to be made sufficiently strong to 
bear the superstructure of financial policy 
which is now—quite wrongly—put upon it 
...1f planning is to have any meaning it 
must repose upon far more reliable infor- 
mation about capital investment than is 
now the ecase.’’® 

Since 1948 some progress has been made 
in the United Kingdom, as in Australia, to- 
wards the task of providing direct esti- 
mates. A suggestion will be made later as 
to how accountants may help to provide 
some of the information that is required in 
this regard. If direct estimates can be 
derived for every item the double-entry 
system will, of course, provide a powerful 
check on the accuracy of the estimates as a 
whole, and thus fulfil a similar function to 
the one performed by the double entry in a 





*10 April, 1948. 
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private accounting system.*® With direct 
estimates for every item, discrepancies will 
no doubt arise as a result of incorrect esti- 
mates, some accounts may lose their bal- 
ance, and a statistical problem of adjust- 
ment will arise.** This particular difficulty 
can be over-emphasised—Mr. Stone has 
shown that the clarification of the statisti- 
cal adjustment required represents one of 
the advantages of a social accounting ap- 
proach. If discrepancies do exist, more- 
over, it is preferable that their existence be 
known and not cloaked by their inclusion 
in residual items in the accounts. Other 
problems connected with the collection of 
social accounting data arise from the fact 
that the raw materials used in such a task, 
e.g. the accounts of individual firms, are 
by no means uniform in their classification 
or their presentation. Difficulties often 
arise, also, because accounting concepts, 
e.g. depreciation, differ considerably from 
similar concepts to which the economist 
wishes to give expression. These difficulties 
will be examined later when we consider 
how the accountant might assist the econo- 
mist to collect the raw material for his 
social accounts. 


(b) Recording the Data 

The framework of accounts which has 
been built up ‘‘enables the structure of 
transactions to be set out in a consistent 
way and therefore enables problems of 
logical consistency in the national aggre- 
gates to be seen clearly.’’** The particular 
classification that has been adopted to 
record the structure of transactions suffers 
however from its preoccupation with ac- 
counting entities, or sectors, and its relega- 
tion of accounting transactions to a secon- 
dary position. The framework of accounts 
described above suffers from a failure to 
make use of impersonal accounts—wages, 
consumption, saving, ete.—to record those 
transactions which the accounts are sup- 
posed to highlight. Another by-product of 
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the concentration on entities is the failure 
to incorporate the summary statement, the 
national income and expenditure account 
itself, into the system. An alternative set 
of accounts will be compiled later, use 
being made of the accountant’s technique 
of impersonal accounting, in an attempt to 
show how these limitations might be re- 
moved. 


(c) Presenting the Social Accounts 

Presentation of the social accounts is not 
confined merely to the presentation of sum- 
mary statements, as is the case with private 
accounting reports. The whole set of ae. 
counts is presented, and the only summary 
statement that is prepared is the national 
income and expenditure account.®® The ad- 
vantage claimed for the social accounting 
approach, so far as presentation is con- 
cerned, is that the accounts ‘‘can be under- 
stood by those who are not statisticians 
themselves but have a general understand- 
ing of the structure of the economy and 
who are familiar with the methods of pre- 
sentation in accountancy.’’*° 

Unfortunately, however, economists have 
spent so much time in developing the for- 
mal structure of the social accounting sys- 
tem that they have more or less ignored the 
task of highlighting the particular trans- 
actions and relationships that are signifi- 
cant from the point of view of policy. Only 
the expert—and this often means only the 
social accounting expert and not the econo- 
mist in general—knows what to look for in 
the social accounts. If social accounts are 
to become useful instruments in the guid- 
ing of public policy some attempt must be 
made to throw the significant economic re- 
lationships into sharp relief. 

The national income and expenditure 
summary must be supplemented by sum- 
mary statements analysing saving and in- 
vestment, government expenditure and 
revenue, and the balance of payments. For- 
tunately the accountant has the means of 
doing this at his fingertips; it is simply 4 





* Cf. F. Sewell Bray, paper read to the British 


Association in 1947 (Accountancy, September 
1947): ‘‘...the method of double entry carries 
with it a vital statistical check in the sense that 
each recorded originated transaction must have its 
reciprocal counterpart somewhere in the institu- 
tional system.’’ 


Cf. J. R. N. Stone (op. cit.). 
*J. R. N. Stone (op. cit.). 


* To an increasing degree methods of diagram- 
matic and visual presentation of the social ac 
counting transactions are being employed. See 
‘‘The Diagrammatic Representation of National 
Income Flows,’’ by R. C. Tress, Economica, 1948 
(particularly Chart iv). Also ‘‘ Alternative Preset- 
tations of the Social Accounts,’’ by H. C. Edey 
and A. T. Peacock, Accounting Research, January 
1951. 

“J. B. D. Derksen. 
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matter of adapting a form of accounting 
report that he has developed for his own 
purposes—the funds statement—to this 
new purpose. 


(d) Using the Social Accounts 


The social accounting framework that 
has been described directs attention to the 
various income and expenditure flows with- 
in the economy, emphasising their inter- 
relatedness and giving quantitative ex- 
pression to relationships that are signifi- 
cant from the point of view of formulating 
economic policy. We have seen that the 
social accounts provide a picture of what 
has been going on in the economy—they 
classify the myriads of transactions that 
have been taking place into significant 
groups, and analyse these groups according 
to their relation to the production of in- 
come, distribution of income, and the allo- 
cation of income to different uses. This in- 
formation is invaluable for those charged 
with the formulation of economic policy. 
Accurate social accounts do not guarantee 
that correct policy decisions will be taken, 
just as an efficient accounting system does 
not automatically involve a private firm 
in the most advantageous course of action. 
But the chances of a correct decision are 
obviously much greater if the decision is 
based on reliable information of what has 
been happening in the past.*! 

Of course, it should be remembered that 
the social accounts are only estimates—and 
at that sometimes not very reliable esti- 
mates. It is a mistake to base firm conclu- 
sions upon slight trends that might seem 
to suggest themselves in the accounts. This 
was brought out in the recent basic wage 
case, when it was claimed, on the basis of 
the Australian White Paper on National 
Income and a paper by Mr. H. P. Brown 
on The Composition of Personal Income, 
that ‘‘the share of the national income 
going to the wage and salary group has de- 
creased whilst the share to other groups has 
increased.’’ In his judgment His Honour 
Chief Judge Kelly said ‘‘it would certainly 
be most inappropriate, and I would add 
quite unjustifiable, to use Mr. Brown’s 
studies of movements in the percentage of 

“For an informative discussion of the uses to 
which social accounts can be put, see National In- 
come Accounting and its Relation to Economic 
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national income or of personal income 
attributable to ‘Wages, salaries, ete.’ for 
the purposes suggested by the applicants.”’ 
Chief Judge Kelly said he did not agree 
that the estimates afforded a safe guide in 
the determination of wage policy generally 
or the determination of the basic wage in 
particular, and referred to the proviso 
with which Mr. Brown himself had quali- 
fied his studies: ‘‘The figures suggest that 
a detailed examination of the relationship 
between labour, entrepreneur, property 
and personal status income might assist in 
considering such matters as wages policy, 
farmers’ home price schemes, problems of 
retail distribution and interest rate and 
rent policy, but as they stand they do not 
seem adequate as a basis for any firm con- 
elusion.”’ 

The social accounts can also be adapted 
so as to provide a guide to the future. The 
accounting technique, but not the account- 
ing forms, of budgeting are important in 
this regard. 

The ex post identity of the significant 
Keynesian variables, saving and invest- 
ment, tends to obscure the stresses and 
strains that are set up within the economy 
in order that equilibrium between saving 
and investment can be maintained, and 
the vital thing is that we should know 
something about, not only ex post saving 
(which necessarily equals ex post invest- 
ment), but also ex ante saving and ex ante 
investment (which will usually differ). In 
general terms it can be said that if plans 
for saving exceed plans for investment, 
there will be a tendency for deflation 
within the economy—in the event realized 
saving will always equal realized invest- 
ment, but this equality will only be 
achieved at the cost of a deflationary fall in 
incomes and employment. Conversely, if 
plans for investment within the economy 
exceed plans for saving, there will be an in- 
flationary tendency as prices and incomes 
rise to maintain equilibrium between 
realized investment and realized savings. 

If a social accounting budget can, with 
a reasonable degree of reliability, indicate 
the existence of likely disequilibrium in the 
major savings-investment relationships, the 
task of the policy-makers wiil obviously be 


Policy, by Richard Ruggles (E.C.A. Publications, 
1949). 
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very much eased. If the Treasurer is able 
to ascertain that in the forthcoming year 
private investment is likely to exceed pri- 
vate saving by £100 millions, and that there 
will be an adverse balance of payments of 
£50 millions, he will know that in order to 
maintain balance in the economy he should 
budget for a surplus of the order of £50 
millions (the exact amount depending 
upon the effects which his fiscal measures 
will have upon private savings and invest- 
ment and the balance of payments). We 
shall investigate the idea of a social ac- 
counting budget, which is still in its in- 
fancy, at greater length later. Meanwhile 
it should be apparent that one of the main 
uses of social accounts is to provide a basis 
for forecasting the economic climate likely 
to be experienced in the immediate future. 


The uses of social accounting, it appears, 
are related principally to the contribution 
which the study can make to the mainten- 
ance of economic stability. Some attempts 
have been made to use the accounts to make 
judgments on income distribution, and in- 
creasing regard is likely to be paid to the 
light they can throw on the allocation of 
resources between different industries (for 


The developments that have been 
described above have helped, according to 
Mr. J. R. N. Stone, ‘‘to introduce a larger 
measure of economic design into the 
measurement of transactions, and have 
transformed the earlier study of the 
national income into a broader field of 
enquiry. Up to now, however, the process 
has not gone so far as to influence radically 
the mode of collecting the necessary infor- 
mation. Existing estimates are arrived at 
by piecing together statistical material col- 
lected by many agencies, governmental and 
private, supplementing this body of infor- 
mation where possible by special surveys, 
and, for the rest, resorting to guesswork of 
a more or less informed kind. Now that 
economie policy is coming to be formed in 
the light of a close study of variations in 
the social accounts a higher standard of 
reliability is called for.’’* 





“<*¢The Measurement of National Income & Ex- 
penditure,’’ Economic Journal, September 1947. 
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this the system described above will have 
to be extended). But the old motivating 
force in income studies, the desire to pro- 
vide a measure of ‘‘economic welfare’’ or 
‘‘progress’’ or some other criterion of 
well-being, has played little part in recent 
studies. The fact that the above system is 
being adopted so generally throughout the 
world, thus enabling international com- 
parison of national income and its com- 
ponents, may however revive interest in 
national income as an index of welfare. 


To sum up, the advantages of a social 
accounting approach to national income 
studies are the advantages inherent in any 
simple double-entry system. That is to say, 
social accounting has arrived at the stage 
that Paciolo reached, in his development of 
private accounting, in 1494. But most of 
the limitations here described derive from 
the economist’s failure to make use of re- 
cent refinements in accounting techniques. 
Let us see whether the accountant, in the 
light of his own progress since 1494, can 
help the economist to overcome the limita- 
tions imposed upon his social accounting 
system by reason of his ignorance of recent 
developments in accounting thought. 





It is this need of social accounting for 
more reliable data—we might say the need 
for accounting design—that should provide 
the inspiration for the first task which ae- 
countants can set themselves. Accountants 
are capable of adapting their accounting 
forms so that they show the information 
which the economist wants. The accounts 
of businesses and governments, suitably 
modified, are capable of providing all the 
information which is required for the 
social accounts. 


Until now the social accounts have been 
compiled from ordinary statistical sources, 
e.g. income-tax returns ete. This has re- 
sulted, because of the inadequacy of those 
sources, in estimates of doubtful accuracy. 
No reliability guide is provided with the 
Australian White Paper, but an indication 
of the limitations of statistical sources of 
information is provided by Dr. J. B. D. 
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New Horizons in Accounting—continued 
Derksen in his description of the social ac- 
counts of the Netherlands.** The following 
qualifying phrases, used by Dr. Derksen 
in his description of various items in the 
accounts, show the hazards that are in- 
volved in the attempt to rely on a statisti- 
eal approach to the problem of collecting 
social accounting data: ‘‘reasonably ac- 
eurate,’’ ‘‘probably incomplete,’’ ‘‘these 
items not yet established,’’ ‘‘somewhat 
underestimated,’’ ‘‘results cannot claim 
high accuracy,’’ ‘‘data incomplete,’’ 
“erude estimate,’’ ‘‘incomplete,’* ‘‘ex- 
tremely crude,’’ ‘‘estimated very roughly,’’ 
“requires further research,’’ ‘‘urgently 
need improvement. ’’4% 


Yet Dr. Derksen himself favours the 
statistical approach. After explaining that 
the figures required for the social accounts 
are taken from statistical sources and 
statistical investigations, he says: ‘‘ Quite 
a different procedure has been advocated 
by some authors on national bookkeeping. 
They suggest that all business transactions 
should be noted on forms especially de- 
signed for the purposes of the national 
bookkeeping, e.g. by introducing extra 
copies of all bills, which have to be sent to 
special bookkeeping centres whose task it 
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is to collate these forms, and to forward the 
results to the central national bookkeeping 
office. Because of the enormous work in- 
volved this procedure cannot be readily 
realized.’’ 


To record every transaction twice—once 
for private accounting purposes and once 
for social accounting purposes—would, as 
Dr. Derksen points out, be quite imprac- 
ticable. But it is surely not necessary to 
go this far. The transactions are already 
being summarized in the final accounting 
reports of businesses etc., and it is simply 
a matter of adapting these reports so that 
they reflect the information required for 
the social accounts; of giving them a cer- 
tain degree of uniformity ; and of aggregat- 
ing them. ‘‘Given sufficient information— 
and a sufficient degree of uniformity—in 
the accounts of the individual business 
within the economy, it is a mere matter of 
aggregation to produce national income (or 
expenditure) figures on any basis required. 
It seems to us a reasonable observation that 
the accountant must increasingly have re- 
gard to the need of accurate national ac- 
counting aggregates and must endeavour 
to secure those improvements in the form 
and content of business accounts which will 
help to secure them.’’** 


ADAPTING PRIVATE ACCOUNTS TO SOCIAL ACCOUNTING PURPOSES 


Adapting the private accounts means: 
firstly, removing from them all traces of 
bad accounting practice and bringing them 
to a uniformly high standard of execution ; 
secondly, effecting a reconciliation between 
economic and accounting concepts, where 
these differ, in such a way that the accounts 
throw up the information required to give 
expression to the former as well as the 
latter. 


It should hardly be necessary to mention 
the first of these requirements. But if, for 
example, undue emphasis on conservatism 
is allowed to distort the accounts their use- 
fulness for social accounting purposes—as 
indeed for legitimate private accounting 
purposes—will be very much impaired. 


“ Op. cit., pp. 11-14. 
“ Accountancy, September 1947. Editorial com- 
mentary on Mr. F. Sewell Bray’s paper to the 


Much of the information required for the 
social accounts will be automatically pro- 
vided if the doctrines of disclosure and con- 
sistency are given greater emphasis. 

The second requirement raises more 
fundamental problems; how to reconcile 
the divergent views of the accountant and 
the economist. A glance at any book on 
social accounting, or any White Paper 
which presents a system of social accounts, 
will confirm that the economist and the 
accountant often mean very different 
things even though they use identical terms 
and phrases. We shall only be able to con- 
centrate on some of these differences in this 
lecture, but this particular aspect of the 
problem is a fruitful field for further 
study. 

British Association on ‘‘Social Accounting’’ (op. 
cit.). 
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CONCEPTS OF SOCIAL ACCOUNTING 


Income 


The first major difference arises in re- 
gard to income itself. The income state- 
ment prepared for an individual business 
differs from the social accounting income 
statement partly because of differences in 
classification and partly because of differ- 
ences in definition. 


The differences in classification do not 
appear to be fundamental. Taking the 
trading enterprises account described 
above as representative of the social ac- 
counting income statement, it is immedi- 
ately apparent that the classification of 
outlay into wages and salaries and residual 
or surplus income, plus indirect taxes and 
depreciation allowances, differs from the 
classification of expenses in the income ac- 
count of an individual business. But this 
difference can be over-emphasised, particu- 
larly if it is remembered that the social 
accounting income statement has to do the 
work of the manufacturing and trading ac- 
count, the profit and loss account, and the 
appropriation account of the private ac- 
counting income statement combined. The 
social accounting statement takes up the 
story at the point of gross profit (or net 
sales), ignores the classification of expenses 
into functional groups, and concentrates on 
distinguishing between wages and salaries 
on the one hand and residual or surplus in- 
come on the other (indirect taxes and de- 
preciation allowances are segregated be- 
eause of their particular social accounting 
significance). Thus the major distinction 
required for social accounting purposes is 
already being made in the profit and loss 
and appropriation accounts of private 
firms. To meet the classification require- 
ments of the social accounts it is merely 
necessary to expand private income state- 
ments so that they show this information 
clearly, and to make another important 
distinction between ‘‘income created’’ and 
‘‘transfer income.’’ Mr. George O. May 
has already declared the latter distinction 
to be desirable from the point of view of 
private accounting: ‘‘the distinction be- 
tween the income which is created by a 
corporation or enterprise and that of which 
it is merely the transferee is important, but 


is inadequately recognized in most discus- 
sions of accounting principles and pro- 
cedures....A useful advance in corporate 
and financial practice would be effected if 
the distinction between ‘income from op- 
erations’ and ‘transfer income’ should be- 
come more universally emphasized.’’ 

The principal differences in definition, as 
between the social and private accounting 
income statement, arise out of the econo- 
mist’s desire to substitute replacement cost 
for the accountant’s historical cost when 
valuing stocks and estimating depreciation 
charges, and thus to circumvent the ace- 
countant’s constant-money-value conven- 
tion and derive a measure of income that 
approximates more nearly to real as oppo- 
sed to money income. 

Without entering too deeply into the re- 
placement cost controversy, I think we 
might recognize that, so far as his own 
purposes at least are concerned, the 
economist has a case for wishing to know 
the replacement cost of inventories and 
capital equipment. The question then is: 
ean the accountant meet this wish of the 
economist for more information without 
compromising his own position? I think he 
can go a long way. 

The essential requirement is to dis- 
tinguish clearly between those profit appro- 
priations to provisions and reserves that 
are designed to provide for changes in 
money values of assets, and those which are 
carried to general reserve. That is to say, 
more emphasis must be given to the doe- 
trine of disclosure. If this requirement is 
met the replacement cost controversy can 
be viewed in its proper perspective. 

The fact is that most businesses do, in 
practice if not in principle, make some 
provision for changes in replacement cost 
of assets. This is because, in addition to 
charging historical cost against gross in- 
come for purposes of arriving at profit, 
they implicitly take account of changes in 
replacement cost by appropriating sums 
out of profits and holding them in reserve 
against the time when the assets have to be 
replaced. Accountants say that the first 
task is an accounting function and the 
second a managerial function; but the 
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New Horizons in Accounting—continued 

point is that if the second operation does 
take place (and nearly everyone agrees 
that such an appropriation should take 
place) then the accountant can have no 
valid objection to recording this fact. The 
doctrine of disclosure should insist upon it. 
Any fears that the estimated appropriation 
may be wide of the mark do not provide an 
excuse for not recording it—if it did, a 
great deal of accounting practice would be 
resting on very shallow foundations. 


It is not so important, then, for the 
economist to have accurate estimates as to 
know what estimates have been made—the 
accountant can retain his historical cost 
and yet go a long way towards providing 
the information the economist wants. 


Depreciation of Fixed Assets 


Let us see how this suggestion would 
work out in the books of account, assuming 
replacement cost to be greater than his- 
torical cost. In regard to depreciation of 
fixed assets, depreciation allowances based 
on historical cost, which we shall eall ac- 
counting depreciation, will be charged 
against profits in the profit and loss ac- 
count. In the appropriation account an 
allocation will be made out of profits to 
cover additional depreciation based on re- 
placement cost, which we shall call 
economic depreciation. In the balance sheet 
provision for accounting depreciation will 
be deducted from fixed assets, while pro- 
vision for economic depreciation will be 
shown as a separate item under ‘‘Re- 
serves.”’ So far as the social accounts are 
concerned, both accounting and economic 
provisions for depreciation could be ex- 
cluded from national income, thus giving 
the economist a better measure of what he 
wants than he is getting now. Both ac- 
counting and economic provisions for de- 
preciation constitute additions to saving, 
so no distinction is necessary in this re- 
gard. 


Stock Valuation 


The problem of stock valuation is more 
difficult, due to the absence of uniform 
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practice in stock recording on the part of 
business men and their accountants. Cost 
of goods sold, which has to be deducted 
from gross revenue before income can be 
calculated, is obtained as follows.—* 


Stocks at beginning of period £... 
Add Purchases, cost of goods 
manufactured 


Deduct Stocks at end of period 


Cost of goods sold .. .. .. &... 


It is obvious that if stocks at the end of 
the period are valued at historical cost, 
and replacement cost has risen, the effect 
of ignoring the latter movement is to over- 
state the ‘‘real’’ cost of goods sold, so that 
‘‘real’’ income is understated. This is the 
opposite effect from that which results 
when replacement cost of fixed assets is 
neglected—in the latter ‘‘real’’ income is 
overstated, because ‘‘real’’ cost is under- 
stated. 


To record changes in replacement value 
of stock, where this is greater than histori- 
cal value, the following procedure ean be 
adopted. In the trading account stock will 
be recorded at historical cost. The differ- 
ence between this and replacement cost will 
be credited to appropriation account, the 
corresponding debit going to ‘‘increment 
in stock value’’ account. The appropria- 
tion account credit will be unrealized in- 
come, and this will have to be held in re- 
serve, in, say, ‘‘provision for unrealized 
increment’’ account. In the balance sheet 
stock will be written up to the full replace- 
ment value, but will have the ‘‘ provision 
for unrealized increment’’ deducted from 
it. This will leave the net balance sheet 
figure the same as under current practice, 
but the economist will be able to pick up 
the item he wants, i.e. replacement value, 
and thus obtain a measure of real cost and 
hence of real income. 

The above suggestions regarding depre- 
ciation of fixed assets and stock valuation 
may be summarized as follows :— 





_ “Note the method of setting out required to 
isolate the important item ‘‘cost of goods sold.’’ 
Accountants are quite familiar with this form, but 
economists continue to show opening and closing 


stocks on opposite sides of the trading account and 
thus fail to obtain a figure for ‘‘cost of goods 
sold.’’ See U.N. Study (op. cit.), p. 16 and p. 45. 
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INCOME ACCOUNT 


Sales 
Less Cost of Goods Sold— 


Opening Stock seal cost ) 
Purchases ; a 


Less Closing Stock (historical cost) 


Gross Profit 


Less Depreciation (historical “<a. 
Other Expenses 


Net Profit to Appropriation Account 


APPROPRIATION ACCOUNT 


Net Profit = 
Add Increment in doit value 


Less Economie depreciation of fixed assets .. 


Economic Profit 


Less Unrealized Profits not av vailable 7 dividend 
Provision for unrealized increment 


Profit Available for Appropriation 


BALANCE SHEET 
Equities Assets 
Liabilities rh be ae .. £.... Current Assets— 
Proprictorship— Stocks (replacement 
ee , value) .. a ee 
Capital - 26 oe ew as 
Provision for Economic 
Depreciation of Fixed 
Assets .. 
Other Reserves 


Less Provision for 
unrealized _in- 
crement 


Other Current Assets 


Fixed Assets .. 


Less Provision for accounting 
depreciation 


Total Equities a bs .. £.... Total Assets 


May, 1952 





May, 1952 


New Horizons in Accounting—continued 


There is nothing profound about these 
suggestions; the procedure recommended, 
if adopted, will still not solve the replace- 
ment cost controversy. But it may provide 
a basis for a working compromise, by giv- 
ing the economist the information he wants 
without asking the accountant to surrender 
his own position. The treatment outlined 
does direct attention towards real income 
so far as this is possible when the accounts 
are presented in money terms; it ensures 
that strict attention is paid to the doctrine 
of disclosure; and it goes a long way to 
reconciling the views which the accountant 
and the economist hold on income. 


The recommendations made resemble 
suggestions made by Mr. A. A. Fitzgerald 
in connection with stock valuation when 
replacement value of stocks is less than 
historical cost ;#* and suggestions by Mr. 
F. Sewell Bray that the appropriation ac- 
count should be divided into two sections, 
the first to record policy adjustments 
needed to bring accounting concepts into 
line with economic concepts, and the 
second to record ordinary appropriations 
of surplus.*? 


If allowance is made for differences be- 
tween accounting and economic concepts 
in regard to certain elements of cost such 
as depreciation, the definition of national 
income bears a strong resemblance to the 
definition of profit in a private firm, i.e. 
gross receipts less all items of a cost of 
production nature. 


Saving and Investment 


The terms income, consumption, saving, 
and investment all derive their meaning, so 
far as the social accounts are concerned, 
from the theoretical framework developed 
by Lord Keynes in his famous book, The 
General Theory of Interest Employment 
and Money. In the Keynesian system in- 
come equals expenditure equals consump- 
tion plus investment, where consumption is 
all goods and services purchased by final 
consumers (excluding houses) whether 
these are intended for immediate consump- 
tion or not; and investment is all expendi- 





“Commonwealth Institute of Accountants’ Re- 
search Lecture, Adelaide, 1945: Theory and Prac- 
tice of Accounting for Commodity Stocks. 
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ture that is capitalized (except expenditure 
on durable consumer goods, which is re- 
garded as consumption). Investment ex- 


penditure takes two main forms: 


(a) inereases in stocks, and 
(b) investment in fixed assets. 
Saving in the Keynesian system is in- 

come less consumption, and thus by defini- 
tion equals investment. For the economy 
as a whole, recorded saving and recorded 
investment are identical (we have seen that 
intended saving and intended investment 
may differ, but it is realized saving and 
investment that have to be recorded in the 
social accounts, so that for the time being 
we shall concentrate on these). 


Now most of the items appearing in the 
social accounts can be related to corres- 
ponding items in private accounting re- 
ports, and some indication has been given 
where the two concepts—social and private 
—diverge. But there is no direct reference 
in private accounts to saving and invest- 
ment, and it is no coincidence that these 
are the items in the social accounts in re- 
gard to which least is known. It is a major 
purpose of this lecture, therefore, to 
suggest that the social concepts of saving 
and investment can be related to certain 
private accounting concepts, viz. those of 
*‘source of funds’’ and ‘‘disposition of 
funds.”’ 


The funds statement has long been 
urged by accounting authorities, e.g. Mr. 
G. O. May in the United States and Mr. 
A. A. Fitzgerald in Australia, for private 
accounting purposes. Its general adop- 
tion, as a third basic private accounting re- 
port linking the income statement and the 
balance sheet, would fill a serious gap in 
the information required for the social ac- 
counts. 


As it has been developed for private ac- 
counting, the funds statement shows the 
changes that have taken place in the bal- 
ance sheet—the flow of funds into and out 
of the firm—between two dates, supple- 
mented to a slight extent by information 
from the income statement. The following 
statement gives an indication of the 
form :— 


“ Precision and Design in Accounting, p. 56. 
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New Horizons in Accounting—continued 
Funps STATEMENT FOR YEAR ENDED .. 


. During the year funds became available as under :— 
(a) Net Profit from Operations ; 
Add Charges not — Funds— 
Depreciation 


Funds from Operations .. are ‘st iin ad Ke .. £10,000 
(b) Inereases in Paid-up Capital .. - a en whe .. 60,000 
(ec) Inereases in Current Liabilities .. aris ia sas as .. 10,000 


£70,000 


These funds were applied as follows :— 

(a) Inerease in Current Assets ; cs i og i ad 

(b) Purchase of Fixed Assets .. rm a aa oa oi .. 935,000 
(ce) Payment of Dividend a ae me Re. eM - 5 . 2,500 
(d) Provision for Taxation .. oo e wa i “i an 2,500 


£70,000 

For social accounting purposes the funds statement would need to be expanded to 

highlight certain capital transactions significant to the economist. The following form 
would contain most of the information required :— 


Funps STATEMENT FOR YEAR ENDED .... 
1. During the year funds became available as under :— 
(a) Net Profit from Operations “F a is ie .. £8,000 
Less Appropriations of Profit— 

Dividend os $s te oe me .. £2,500 

Taxation a Re Pe ae .. 2,000 

Economic Depreciation a =e = .. 1,000 
6,000 


Undistributed Profits - <- — ws ae .. 2,000 
(b) Total Depreciation Allowances .. = sa na! .. 3,000 


(ec) Total Saving ro ” a i a“ io 
(d) Increases in Paid- “up Capital je or ™ - . £50,000 
to} Increases in Current Liabilities .. i i an :. 10,000 


(f) Total Borrowing 


2. These funds were applied as follows :— 
(a) Inerease in Stocks .. = us = - * . £20,000 
(b) Increase in Fixed Assets .. WA a ns = .. 35,000 


(c) Total Investment .. as a - - hs ne .. £55,000 
(d) Increase in Quick Assets .. - > ol - . £10,000 


(e) Total Lending = a ‘i me ae a = .. 10,000 
£65,000 


es 





ee ee ll 


yr oO 
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New Horizons in Accounting—continued 

This statement is fundamental if private 
accounting reports are to reflect the infor- 
mation required for the social accounts. We 
ean see how it isolates the principal 
Keynesian variables not ascertainable from 
the other accounting reports. Profit appro- 
priations are deducted from net profit to 
record undistributed profits, one of the 
elements of business saving; and total de- 
preciation allowances (i.e. accounting and 
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economic) are then added back to give the 
other constituent. For social accounting 
purposes increases in capital and liabilities 
are properly regarded as borrowing. 


The main variation required on the ap- 
plication side of the statement is to break 
current assets down into two parts, in- 
creases in stock being recorded as invest- 
ment (along with increases in fixed assets) 
and increases in quick assets as lending. 





PLANT ASSETS ARE DEFERRED CHARGES TO FUTURE 


For many years the balance sheet was 
everything; the difference between assets 
and liabilities was the net worth of the 
business. Recognition among the initiated 
about the limitations of our balance 
sheets has been made amply clear in 
Accounting Research Bulletins, articles 
and speeches: we are not valuation ex- 
perts or appraisers. Despite this know- 
ledge of these limitations we have sup- 
plied balance sheets to the public, to 
management, ete., in which we displayed 
capital or plant ‘‘assets’’ with dollars in 
juxtaposition. 

To the majority of the people who see 
our handiwork so arranged, we are say- 
ing that the ‘‘assets’’ had the value shown 
on the date of the balance sheet. We go 
further, we say that the value is ‘‘fair, 
in our opinion.’’ Would we not have been 
much more factual, if we clearly 
designated those plant ‘‘assets’’ as ‘‘de- 
ferred costs chargeable to future opera- 
tions,’’ because that is really what they 
are to a live business? As it appears to 
the writer, our failure to so designate the 
plant assets confuses Mr. Average Public. 

If we had been designating these ‘‘as- 
sets’’ as ‘‘deferred charges to future 
operations’’ the present pressure to re- 
value our plant assets and to increase the 
annual charge for depreciation against 
current operations would be without rea- 
son. It could then have been demonstrated 
more easily that commitment for charg- 
ing off these latent costs was made in 


effect by management when the original 
purchase of plant was made. The changed 
value of the dollar in the interim could 
have no relation to the annual amortisa- 
tion, controlled as we consider it should 
be, by such factors as wear, tear and 
obsolescence. 

It may be, although it seems to be 
without our field, that we can, in some 
instances, aid management to state the 
ease for retaining cash for increased cost 
of plant because it is obviously true that, 
if the plant is to operate in the years 
after its present equipment requires re- 
placement, larger sums must be provided 
than those originally employed. But the 
exact amount required is not within the 
orbit of accountancy because the account- 
ant has no means of knowing what the 
value of the dollars will be at the time 
management decides upon plant replace- 
ment or, more specifically, how the re- 
quired expenditure at that time will com- 
pare with the original outlay. Further- 
more, if such calculations were to be made 
by the accountant, shall he allow for 
technological improvements in the newer 
equipment as compared with the old? To 
state the question is to answer it in the 
negative. Best judgment seems to dictate 
that we leave this whole field of provid- 
ing replacements and the funds to man- 
agement. 


(Chester Martin in the Journal of Ac- 
countancy, February 1949.) 
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THE INSTITUTE 


Reply by the President (Mr. G. E. Fitzgerald) to the toast of “The Commonwealth 
Institute of Accountants” at the Annual Meeting of the Victorian Division 


Mr. Chairman, Professor Paton, Ladies 
and Gentlemen— 


I should like to thank Professor Paton 
for his remarks regarding the Institute, 
and also you, ladies and gentlemen, for the 
manner in which you have responded to 
this toast. I consider the allotment of this 
toast to the Vice-Chancellor of the Uni- 
versity of Melbourne to be most appro- 
priate. 


The Institute is proud of its close asso- 
ciation with the University over a long 
period of years. A university has been 
described ‘‘as an association or corporation 
of scholars and teachers engaged in acquir- 
ing, communicating and advancing know- 
ledge, pursuing in a liberal spirit the 
various sciences which are a preparation 
for the professions or higher occupations 
of life.’’ 


The author of this description, Professor 
Alexander, goes on to point out that a 
university ‘‘does not exist only for acquir- 
ing and communicating the higher 
branches of knowledge, but for extending 
them as well; and it does not only pursue 
them for its own sake, but, so far as the 
larger part of its members are concerned, 
pursues them in preparation for the pro- 
fessions.’’ 


It has never been considered appropriate 
for an association of accountants to con- 
duct schools in accountancy. They have 
not sufficient financial resources, they are 
not familiar with problems of organising 
schools, and of course there are many ob- 
jections to single-purpose schools. It is, 
however, one of the main responsibilities of 
any professional association to encourage 
the extension of knowledge in the arts and 
sciences on which the profession is 
founded. We find that many professional 
associations, particularly in the higher 
grades, press upon universities and tech- 
nical colleges the need for courses to meet 
the requirements of candidates for the pro- 
fessions. Some even assist financially. We 
have a recent example in Adelaide, where 


accountants of every institute played a 
major part in contributing towards the ex- 
tension of the Economics course to meet 
the needs of the profession. 


The councils of your Institute have long 
been seized with the desirability of main- 
taining the closest possible association with 
all educational institutions where accoun- 
taney is taught, for the purpose of en- 
couraging the extension of knowledge of 
the subjects on which our profession is 
founded. 


The founders of your Institute in 1886 
must indeed have been possessed of con- 
siderable foresight, but I doubt whether 
they could have foreseen the extent to 
which the Institute would grow in numbers 
or the profession grow in status. 

The year just completed has been a 
record year for new members—586 were 
admitted, and total membership now 
stands at 6817. The status of the accoun- 
tant has completely changed. From being 
a routine man of figures, he has become 
the essential guide to management, whose 
advice and assistance is sought in every 
branch of industry and commerce, in every 
economic activity, and by governments in 
connection with fiscal and many other 
problems. 


Your Institute has every reason to feel 
proud of the part it has played in ad- 
vancing the status of the profession in 
Australia and in the reputation that it en- 
joys. I believe few members appreciate the 
significance of the compliment that has 
been paid to the Institute by the Commit- 
tee of Management of the Sixth Inter- 
national Congress of Accounting in in- 
viting your Institute to contribute a paper 
and to nominate one of the four rappor- 
teurs to present the various papers to the 
Congress. 


Despite the enhanced status which the 
profession now enjoys, there are some 
fundamental weaknesses in its organiza- 
tion which must be solved if the profession 
is to continue to advance. 
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The Institute—continued 

The profession of accountancy enjoys 
the doubtful distinction of being unique 
in the number of competing societies, insti- 
tutes, and associations both in England 
and Australia. 

‘Tt is the multiplicity of competing 
associations of independent practitioners 
which is the distinctive feature of the ac- 
countanecy profession,’’ say Carr-Saunders 
and Wilson in their excellent book on the 
professions. 

The history of the profession in England 
has been marked by the growth of new 
associations embracing accountants outside 
the existing bodies. At first these new 
associations admit to membership without 
examination, subsequently the examination 
test is introduced, and finally they all 
strive to raise their standards to those of 
the older bodies. This history has been re- 
peated in Australia. 

The profession of accounting originated 
in Scotland, Mr. President, another reason 
why the selection of Professor Paton for 
this toast was a happy choice. The forma- 
tion of the Society of Accountants in Edin- 
burgh in 1854 was followed a few months 
later by the formation of another society 
in Glasgow, and later by a third society. 
Recently, after nearly 100 years, these 
three societies have amalgamated; the 
Glasgow institute, numerically and finan- 
cially the strongest of the three, has ceased 
to exist. 

Official announcements concerning the 
amalgamation state that ‘‘with the prob- 
lems of the accountant in practice becom- 
ing ever more complex, and the status of 
the accountant in industry and commerce 
continually growing in importance, it has 
come to be realized that the existence of an 
organization through which the Scottish 
societies may act promptly and with one 
voice is a necessity.’’ The principal objects 
of the amalgamation are stated as ‘‘gener- 
ally to enhance still further the standing 
of Scottish chartered accountants (whether 
in professional practice or otherwise) and 
to strengthen the co-ordinated arrange- 
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ments for the education, training by ap- 
prenticeship and examination of those 
seeking to qualify for admission as char- 
tered accountants.’’ 

The need for co-ordination of the pro- 
fession in Australia is even greater than it 
was in Scotland. The multiplicity of asso- 
ciations is so great that I question whether 
anyone, even in the profession, can tell 
their number. 

Carr-Saunders and Wilson 
important questions : 

(1) whether the accountant’s profes- 
sional ethics are adequate to his 
responsibilities ; 
whether his education is such as 
to fit him for the varied and 
highly skilled duties which he is 
ealled upon to perform; 
whether his contribution to the 


raise three 


study of the business operations 
with which he is brought into con- 
tact has been as extensive as his 
opportunities permit, and the im- 
portance of the subject demands. 


Those are vital questions to answer, and 
I doubt whether satisfactory answers 
ean be given to them by the profession in 
Australia. They suggest the need for co- 
ordination within the profession to ensure 
greater concentration on the problems 
which they raise. 

Co-ordination of the profession is one of 
the most important problems we have to 
face to-day. Once that is solved, we can all 
go forward together to raise the status of 
accountancy in Australia to a level com- 
parable with that in any other country in 
the world. 

In conclusion I would like to refer to 
Mr. Denning’s story of the inscription out- 
side a seat of learning in America, ‘‘The 
past is prologue to the future,’’ translated 
by his taxi driver as ‘‘You ain’t seen 
nothin’ yet.’’ 

Though we have gone a long way since 
1886, ‘‘You ain’t seen nothin’ yet’’ of 
where we could go in the next sixty-five 
years with real co-ordination. 
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THE CLEARING HOUSE 


RE-VALUATION OF ASSETS AND ISSUE OF BONUS SHARES 


I have been waiting for some time to see 
whether the challenge thrown out by 
‘*Young Colonial Bookkeeper’’ in ‘‘The 
Clearing House’’ (August 1951) would 
draw any fire, but so far without success. 
That being so, I throw my hat into the 
ring, in the expectation that probably it 
will be kicked so far that I will never get 
back soon enough to come into the argu- 
ment again. The question is what should 
be the starting point in making a valua- 
tion of assets so that re-valuation may be 
made for the purpose of an issue of bonus 
shares ? 

It seems to me that the balance-sheet 
figure is the valuation, for in each of the 
eases quoted the Court has treated the 
balance-sheet figure as valuation of assets 
by the directors. 

In his statement the Commissioner of 
Taxation says, in effect, that a provision 
for depreciation is a reserve, and as such 
could be used for any purpose the com- 
pany thought fit, i.e. that it is not used for 
the sole purpose of reducing the asset. 


The Institute of Chartered Accountants 
in Australia recommends that, in arriving 
at balance-sheet figures, fixed assets should 
be shown at cost and the provision for de- 
preciation deducted therefrem. Their 
recommendation on the use of the term 
‘‘reserve’’ is, to my mind, that the term 
should be used for appropriations after 
profit has been ascertained, and that the 
use of ‘‘provision’’ should be restricted to 
certain charges in arriving at net profit. 


Because of the looseness of accounting 
terminology there has been no real defini- 
tion of the terms ‘‘reserve’’ and ‘‘pro- 
vision.’” The Commissioner’s statement 
shows that he views both terms as repre- 
senting appropriations of profit. 

To be able to use the balance-sheet 
figure it would appear to be necessary to 
show either the depreciated value only or 
to omit the words ‘‘less provision for de- 
preciation’’ and substitute ‘‘less deprecia- 
tion written off,’’ after showing the cost in 
the balance sheet—making the treatment a 
matter of expediency (a heresy, of course). 

On the face of the Commissiener’s state- 
ment it would seem that this is the only 
way to have depreciated value adopted as 
the valuation necessary before making a 
re-valuation ; for if we use the term ‘‘pro- 
vision’’ it would leave the whole term sub- 
ject to strong attack by the Commissioner, 
with the likelihood of expensive litigation. 

My opinion is that the company which 
shows fixed assets at depreciated value is 
favoured against the company which shows 
fixed assets at cost less a provision for de- 
preciation. 

Would your correspondent inform us 
why he threw a large ink-blot into the 
question by introducing s. 59 (2)? That 
section deals with depreciable assets that 
have been disposed of, lest, or destroyed; 
and, if we are to revalue them to increase 
their value, I presume that we must still 
own them. 


Brisbane. ‘SDezs.”’ 


PROFITS ARISING FROM THE REVALUATION OF ASSETS 


Regrettable as it may be, I am sure that 
if I studied the law reports and learned 
articles listed on p. 300 of the August 1951 
issue, 1 would be even less able to discuss 
the cause of the trials and tribulations of 
our Young Colonial Bookkeeper. Usually, 
after my superficial excursions into such 
intellectually rarefied realms I am _ so 
carried away with my meditations on the 
nature of reality and the fourth dimen- 


sion that I can’t balance the petty cash. 
I therefore crave the indulgence of the 
young colonial bookkeeper in offering the 
following unsophisticated observations. 
Profits arising from the revaluation of 
assets are recorded by debiting the asset ac- 
count and crediting a reserve account. But 
often that asset account has previously 
been credited with profits when deprecia- 
tion has been written off. When the re- 


(Continued on page 161) 
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The Clearing House—continued 

valuation entry has been made, there are 
two possible constructions that can be 
placed on the entry where the depreciation 
provision previously has been deducted 
from the asset :— 

(1) Profits previously credited to the 
asset account by way of depreciation 
may have been transferred to the 
reserve account. 

) An appreciation in the capital value 
of the asset has been recorded. 


Assuming that a dividend is paid from 
the reserve account, satisfied by the issue of 
bonus shares, such bonus shares would be 
taxable in the hands of the recipients if in- 
terpretation (1) is adopted, but not tax- 
able if interpretation (2) is accepted. 

The resolution and/or journal narration 
should in all conscience establish what the 
journal entry was intended to accomplish, 
but where the asset account, the subject of 
revaluation, has had profits credited to it 
as depreciation, the Commissioner could 
decide to be ‘‘difficult.’’ 

Therefore, where the asset account has 
been written down by having had profits 
credited to it, I consider it is preferable 
as a first step to restore the asset to its 
original cost by transferring those profits 
to a separate depreciation provision ac- 
count. 

But let us come back to the particular 
troubles of our colonial bookkeeper, who 
asks should a company work from the cost 
price of the asset or the depreciated bal- 
ance sheet figure as a starting point for 
revaluation proceedings. 

So as to preserve a theoretically correct 
approach to the problem and so as to avoid, 
in certain cases, any taint of bringing back 
profits previously appropriated to provide 
for depreciation, I believe that the starting 
point should be the original cost price of 
the assets concerned. 

But although the company may work 
from the original cost of the asset, it is 
obliged to take cognisance of :— 

(a) the provisions for depreciation that 
have been made in respect to that 
asset ; 

(b) the present-day replacement cost of 
that asset. 

Assume, for example, that the particular 

facts are :— 
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The original cost of the asset was .. £750 
Past profits appropriated as pro- 
vision for depreciation of that 
asset total .. ; Te: 


Making the balance sheet value 


The present-day cost of a similar 
new asset is 


But as the existing asset has been in 
use for some time and as there 
is a depreciation provision for 
£200 already made, the com- 
pany considers that a fair 
present-day balance sheet value 
as ; 


If a new balance sheet value of £900 is 
desired, the capital appreciation of the 
asset will be from the original cost of £750 
to £1,100. The journal narration should 
therefore be: 

Asset A/c. — 
To Revaluation Reserve 
Being capital apprecia- 
tion of original value 
of asset revealed from 
revaluation— 

As per valu- 
ation .. £1,100 
Less original 

cost 


. Dr. £350 


Cr. £350 


750 


£350 


After ‘‘revaluation’’ the asset would ap- 
pear in the balance sheet as :— 
Asset—at valuation .. oa 
Less provision for depreciation 


As I see it, the important point to watch 
in respect to procedure relating to 
s. 44 (2)(b) (iii) is the restriction of the 
revaluation profits to capital value appre- 
ciation and to ensure that the alleged re- 
valuation profits are not contaminated by 
‘‘written back’’ depreciation. Hence the 
theoretical prudence of working from cost 
price and not depreciated value for pro- 
ceeding to the ‘‘revaluation’’ of the asset. 

From a common-sense point of view I 
believe the foregoing is a lot of hensh, and 
after writing it I’ll probably have more 


B 
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The Clearing House—continued 

petty cash trouble even without reading 
the colonial bookkeeper’s recommended 
light literature. But perhaps my suggested 
approach may help our Empire-builder to 
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avoid arguments with the Commissioner on 
revaluation profits. As my aunt used to 
advise, ‘‘It isn’t what you do, it’s the way 
you do it.’’ 


Toowoomba. R. N. Exuiort. 


SPELLING OF THE WORD “NETT” 


Although I shall be a disappointment to 
him, I am grateful to A.G.W. (February 
1952) for the reminder to be careful in 
the use of words. We must cherish our 
heritage of language. 

Not even Fowler (a phrase intended to 
imply my long respect for and enjoyment 
of his Modern English Usage) would ex- 
pect to be quoted as the authority, as more 
than an authority. 

A.G.W. says that, with few exceptions, 
the spelling of the word is given as 
‘‘nett.’’ Twenty years ago I irritated 
typistes by insisting upon ‘‘net.’’ But we 
cannot be dogmatic about what is correct 


9? 


English, because it is ever changing. 
Almost everyone uses ‘‘nett.’’ I must be 
prepared to conform to modern English 
usage, and, having seen the error of my 
way, I have used ‘‘nett’’ since that time. 

Most things progress by the diligent ae. 
tivity of a minority: English becomes 
correct when the majority give a consent 
implied by usage. In short, Modern Eng. 
lish Usage and other authorities yield to 
modern English usage as the decisive 
authority. 

But I wish more people would consult 
and revel in Fowler. 


Melbourne. E. H. Firta. 


Have you anything to clear? 


ACCOUNTING AND INFLATION 


The Editor, 
The Australian Accountant. 

I was interested in the article by Mr. 
R. J. Chambers upon accounting and in- 
flation in the January 1952 edition of The 
Australian Accountant in relation to the 
subject of depreciation and, to a lesser ex- 
tent, stabilized accounting. Although both 
these subjects have been covered before, 
Mr. Chambers provides a convenient ex- 
ample from which to start. 

Whilst I appreciate that depreciation 
based upon replacement cost as distinct 
from historical cost may have its advan- 
tages for certain purposes, I suggest that 
the problem of applying the former basis 
in accounts for profit and loss account and 
balance sheet purposes has not yet been 
satisfactorily answered. 

To continue Mr. Chambers’ simple ex- 
ample to its logical conclusion, it would 
appear that the net value of the article of 
plant (i.e. its cost less the provision for 
depreciation thereof) would be a minus 
quantity in the balance sheets for the 
fourth, fifth, and sixth years! Surely this 
was not intended! Some advocates of the 


historical cost basis have suggested that 
any additional debit for depreciation over 
and above that based upon the actual cost 
of the plant be treated as an appropriation 
of profits rather than a charge in arriving 
at profits, but I doubt whether Mr. Chan- 
bers had that intention. It seems to me 
that, in order to be logical, if depreciation 
is to be based upon replacement cost, as 
ascertained by an index of wholesale prices 
or by some other means, the gross balance 
sheet value of that asset must correspond 
to the capital amount upon which depre- 
ciation is calculated. This inevitably in- 
volves raising a reserve which varies from 
year to year to cover the difference be- 
tween actual cost and replacement cost. 
Accountants often assert that they are not 
valuers, but if they adopted a system of 
accounting wherein the value of particular 
assets varies from year to year according 
to some index figure, I suggest that that 
assertion could be made with somewhat less 
confidence. 

A further problem that arises in con- 
tinuing the replacement cost basis without 
a corresponding adjustment of asset value 
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Accounting and Inflation—continued 


is what happens in the seventh year when 
the article is replaced? If the article of 
plant costing £10,000 is scrapped in the 
seventh year and replaced by one costing 
£15,000, and a provision for depreciation 
of £15,000 existed, then it appears that 
either the new asset must be reduced in 
value to £10,000 or a reserve of £5000 is 
shown in the balance sheet. If the former 
solution is applied, the balance sheet at the 
end of the seventh year could not be des- 
eribed as accurate. It would not be com- 
parable with that of an identical business 
commencing during that year with identi- 
cal assets and results. 


The solution to this problem seems to in- 
volve examination of a fundamental ques- 
tion. Is the capital of a corporate business 
a certain number of pounds, shillings, and 
pence, or does it comprise certain articles 
of plant, goodwill, and stock not of a fixed 
value, together with items of cash, sundry 
debtors, ete., less sundry creditors, ete., 
whichever solution is applied? Inasmuch 
as assets equal equities and equities are not 


measured, but exist as pounds, shillings, 
and pence, I suggest that the capital takes 
the latter form in accordance with memor- 
anda of association and Companies Acts. 
If I am wrong in this conclusion, then 
possibly the law is based upon wrong pre- 
mises. 
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Mr. Chambers refers to American caleu- 
lations suggesting that depreciation based 
upon historical cost being insufficient 
because it is likely to give rise to consump- 
tion of part of the real capital. But what 
is the capital? Does it comprise a certain 
number of pounds, shillings, and pence, or 
certain assets less liabilities? The position 
may, perhaps, be compared with that aris- 
ing in a period when no inflation occurs. 
Suppose the plant costing £10,000 is sold 
at book value and replaced with a greatly 
improved or larger plant costing £15,000, 
would not the additional cost be regarded 
as a further investment of capital? 

I doubt whether I have covered all the 
problems that will arise. For instance, 
what is a provision for depreciation in- 
tended to cover? Does it provide for the 
anticipated loss on the old asset, or is it in- 
tended to provide for the replacement of 
that asset? Reference to the dictionary 
shows that the word ‘‘depreciation’’ means 
a lessening of value, so that the deserip- 
tion of a provision calculated upon the re- 
placement price of an asset as a provision 
for depreciation could be misleading. Such 
a provision would be more aptly described 
as a provision for replacement. 

Until these problems are satisfactorily 
settled, I shall look with scepticism upon 
any annual account in which depreciation 
is based upon replacement cost. 

Melbourne. **CLAUDIUS.’’ 


REJOINDER BY MR. R. J. CHAMBERS 


The comments of ‘‘Claudius’’ throw up 
some inadequacies of treatment which 
arose from the limitations I imposed on the 
lecture under consideration. 


It was my intention that the balance- 
sheet values of fixed assets should be ad- 
justed so that the adjusted depreciation 
figure would correspond with those values. 
As ‘‘Claudius’’ agrees, this would make 
the two statements logically consistent; 
the query about negative values for assets 
does not arise; and the conclusion of 
“Claudius’s’’ fourth paragraph is invalid. 
This adjustment process, however, does not 
make valuers of accountants, any more 
than present practice does. When stock is 
Written into a balance sheet at ‘‘cost or 
market, whichever is lower,’’ who then is 
the valuer? For someone must decide 


whether cost or market value is to be used. 
If it is agreed that the accountant makes 
this decision, it may be asserted that the 
decision on the size of the adjustment 
under discussion is in the same class: it 
may be made by the accountant without 
any real change in his functions. If, on the 
other hand, it is said that management 
makes the decision between cost and mar- 
ket, it is equally permissible to lay the de- 
cision on adjustments on the shoulders of 
management. Whether you regard the ac- 
countant as valuer or not, his real position 
and function will be unaltered by the ad- 
justment proposal. 


But to leave little scope for easy man- 
ipulation it is believed that the adjustment 
index (whatever it is) should be set inde- 
pendently by some governmental authority 
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Accounting and Inflation—continued 
concerned with similar matters. This would 
remove any fear that accountants may be 
regarded differently in future, for they 
would merely be applying an independent 
correction to known cost figures. One may 
well say this is not valuation. 


On the nature of capital, I would like to 
make only tentative observations. 
‘*Claudius’’ does not say whether he refers 
to paid-up capital, the aggregate of share- 
holders’ funds, or the sum of all equities. 
Each of these is measured in pounds, shil- 
lings, and pence, but certainly not with 
objective veracity. For example, share- 
holders’ funds include residual sums (un- 
distributed profits) which are subject to 
all the conventions that accounting is heir 
to. They may be increased or decreased at 
the discretion of management, if for any 
reason old values are no longer deemed to 
be pertinent. For these reasons capital 
based on accounting calculations must be a 
nebulous sum. The suggestion that con- 
ventional depreciation calculations may 
lead to the consumption of real capital, 
however, has reference to a diminution in 
the stock of the plant, goods, ete. which a 
firm or a community possesses at any time. 
If a piece of plant has been written down 
by a sum insufficient to replace it or its 
equivalent, there has been a real diminu- 
tion in the stock of plant, goods, etc., a 
reduction of productive capacity, or a re- 
duction in the present value of future net 
receipts. The replacement of old plant 
with improved or larger plant certainly 
represents an increase in real capital; the 
replacement of old plant with the same or 
equivalent new plant does not, even though 
it may require additional cash to do it. 


Many propositions on this subject are 
difficult to interpret due to the frequent 
use of the word ‘‘value.’’ ‘‘Claudius’s”’ 
penultimate paragraph suffers from the in- 
adequacy of the term. What ‘‘value’’ is 
intended when depreciation is described as 
a lessening of value? Replacement cost is 
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surely the present value of an asset: why 
then should not the lessening of value be 
based on present value? 

The deficiency of modern accounting is 
of great concern to businessmen and ac- 
countants in England at the moment. Its 
dangers have become more obvious because 
of the calculation of income tax on the in- 
come of business firms computed by con- 
ventional means. The Federation of British 
Industries last year conducted a survey to 
discover the effect on the real capital of 
business firms of changes in price levels. 
It was estimated that to maintain the pro- 
ductive capacity of eighty manufacturing 
firms between 1938 and 1949 nearly £300 
million of additional finance was required. 
In the period, retained profits amounted to 
nearly £200 million only. The amounts 
distributed could scarcely have been re- 
duced; the proportion of profits distribu- 
ted actually diminished, and taxation ate 
up the rest. The conclusion was reached 
that the calculation of income tax on book 
profits resulted in a considerable erosion 
of real capital. 

At a meeting late last year, reports the 
editorial of the December 1951 issue of 
Accountancy, the President of the Society 
of Incorporated Accountants announced 
that ‘‘the Council of the Society was initi- 
ating an immediate inquiry into the whole 
question of allowing in accounts for the in- 
creased costs of maintaining assets in in- 
flationary conditions.’’ Apparently ‘‘the 
insistence of industrialists and economists 
upon the necessity of computing profits in 
a way which permits the maintenance of 
capital intact has so far impressed the 
Council of the Society that they are per- 
suaded that traditional historical cost ac- 
counting should at least be open to re- 
examination.”’ 

The outcome of this inquiry should be 
most interesting. The scepticism of 


‘‘Claudius’’ seems to be in marked con- 
trast with the anxiety of businessmen to 
have accounts in which changing price 
levels are taken into consideration. 
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LEGAL SECTION 


Edited by 
J. M. GREENWOOD, LL.B., F.I.C.A. 


LANDLORD AND TENANT: POSITION ARISING AFTER EXPIRATION OF 
LEASE CONTAINING COVENANT AGAINST ASSIGNMENT WHERE NEW 
TENANT INTRODUCED WITHOUT CONSENT DURING TERM 


A lease of premises expiring on 26 Janu- 
ary 1947 contained a covenant that the 
lessee would not assign or sublet without 
leave. Before expiry, Mrs. B. went into 
possession without any formal transfer of 
the lease to her or any formal acceptance 
of herself as an assignee. Nevertheless the 
lessor continued to accept rent from her 
after expiry and issued receipts in her 
name. 


Subsequently a notice to quit was served 
on the ground that Mrs. B. had sublet with- 
out consent. 


Held (Supreme Court—Full Court) : 
The general rule at common law where a 
tenant holds over after the expiration of a 
term and rent is accepted, in default of any 
indication to the contrary, is that a yearly 
tenancy is implied upon such terms of the 


original lease as are applicable to a yearly 
tenancy. Since the covenant against assign- 
ing was only ‘‘during the continuance of 
this lease’’ it would not operate after the 
lease had expired. However, the effect of 
s. 127 of the (N.S.W.) Conveyancing Act 
1919-1943 was to substitute for the tenancy 
from year to year a tenancy at will coupled 
with provision for the giving of notice. A 
tenancy at will cannot be assigned because 
that would be inconsistent with the inten- 
tion that the tenancy might be terminated 
at the will of either party. (Anderson v. 
Toohey’s LTimited (1937), 37 SR. 
(N.S.W.) 70; Fink v. McIntosh, [1946] 
V.L.R. 209.) Therefore, the notice to quit 
was properly given and the landlord was 
entitled to an order for possession. (O’Dea 
@& Anor. v. Bougin (1950), 51 S.R. 
(N.S.W.) 154.) 


COMPENSATION FOR DAMAGE TO HOUSE DURING MILITARY 
OCCUPATION—WHETHER CAPITAL OR INCOME 


Under a strict settlement dated 13 May 
1935, real property, including a dwelling- 
house, was vested in V.P. as tenant for life 
unimpeachable of waste. In October 1939 
the house was requisitioned by or on behalf 
of the military authorities, who remained 
in occupation till 1946, when V.P. obtained 
compensation under the (English) Com- 


pensation (Defence) Act 1939, s. 2 (1)(b), 
in respect of damage done to the property. 

Held (Chancery Division): the moneys 
were casual profit belonging in equity to 
V.P. as tenant for life, and no part of it 
ought to be treated as capital moneys. (Re 
Pomfret’s Settlement; Guest & Anor. v. 
Pomfret & Anor., [1951] 2 All E.R. 951.) 


GIFT OF SHARES—WHEN COMPLETED 


A executed transfers of two blocks of 
shares in a limited company in favour of 
his wife and a settlement of a third block 
upon his wife and son. The documents 
were signed by all parties between 30 
March and 5 April 1943. 

All the share certificates were thereafter 
held by the trustee of the settlement, but 
the transfers were not registered by the 
company until 30 June 1943. 


Liability for estate duty accrued unless 
there had been bona fide dispositions of the 
shares effective as gifts inter vivos before 
10 April 1943. 

Held (Chancery Division) : by virtue of 
the transfers of 30 March 1943, the de- 
ceased had done all in his power to deprive 
himself of the title to the shares and to vest 
it in the donees or their trustees, and, 
therefore, although the transfers were not 
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registered until 30 June 1943, the gifts 
were complete on the execution of the 
transfers so as to pass beneficial interests 
to which the Court would have compelled 
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the deceased to give effect, and the shares 
were not liable to duty. (Re Rose, de- 
ceased; Rose & Others v. I.R. Comrs., 
[1951] 2 All E.R. 959.) 


PRACTICE: JURYMAN’S ASSOCIATION WITH ONE PARTY OF A NATURE 
LIKELY TO AFFECT HIS UNBIASSED CONSIDERATION AS GROUND FOR 
DISCHARGE OF JURY 


A juror was a clerk in the employ of an 
insurance company which had insured the 
defendant in respect of employer’s liability. 
On discovering this, the judge discharged 
the jury and ordered a new trial, saying 
that ‘‘the consideration to which I have 


alluded—of the administration of justice 
being beyond any thought of bias—trans- 
cends all questions of convenience.’’ 


(Williams v. B.A.L.M. (N.Z.) Ltd. (No. 
2), [1951] N.Z.L.R. 629.) 


AGENCY: PURCHASER INTRODUCED ABLE AND WILLING 
—CONTRACT REPUDIATED AFTER PAYMENT OF DEPOSIT— 
AGENT NOT ENTITLED TO COMMISSION 


The plaintiff instructed the defendants, 
a firm of estate agents, to find a purchaser 
of his business, and it was agreed that only 
in the event of the defendants finding the 
plaintiff a purchaser able and willing to 
purchase at the price of £2500 or at such 


lower figure as might be accepted by the 


plaintiff the defendants’ commission 
“would be at the rate of five per cent of 
the total purchase price obtained.’’ The 
defendants introduced S. as a person able 
and willing to purchase the business and a 
written contract was entered into between 
the plaintiff and S., who paid a deposit of 
£250 to the defendants as stakeholders. 
Subsequently, S. repudiated the contract 
and authorised the defendants to pay the 
deposit to the plaintiff. The plaintiff ac- 
cepted the deposit and did not seek against 
S. a decree of specific performance of the 
contract or damages for its breach. When 


he demanded the deposit from the defen- 
dants, they claimed to be entitled to deduct 
from it the full amount of their commis- 
sion. 


Held (Court of Appeal): on the true 
construction of the contract, commission 
was only payable when the purchase price 
was received on completion; the plaintiff 
was under no obligation to sue S. for 
specific performance or for damages so as 
to enable the defendants to obtain their 
commission, and, therefore, he had not, by 
a wrongful act, prevented the defendants 
earning their commission and he was en- 
titled to the payment to him of the deposit 
free from any deductions. Beningfield v. 
Kynaston (1887), 3 T.L.R. 279, and 
dictum of Denning, L.J., in Dennis Reed 
Ltd. v. Goody, [1950] 1 All E.R. 923, 
applied. (Boots v. E. Christopher & Co., 
[1951] 2 All E.R. 1045.) 


COMPANY LAW: PRIORITY OF CUMULATIVE PREFERENCE 
SHAREHOLDERS OVER ORDINARY SHAREHOLDERS IN A 
WINDING-UP WHERE DIVIDENDS IN ARREARS 


The articles of a company provided, 
inter alia: ‘‘5B. The preference shares in 
the present capital shall confer on the 
holders the right to a fixed cumulative 
preferential dividend at the rate of £6 per 
cent per annum on the capital paid up 
thereon and shall rank both as regard divi- 
dends and capital in priority to all other 
shares, both present and future.”’ 


Held (Chancery Division, per Wynt- 
Parry, J.): on the true construction of 
article 5B the preference shareholders 
were entitled in the winding-up of the 
company to arrears of the six per cent 
cumulative preferential dividend on their 
preference shares, calculated up to the 
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commencement of the winding-up, in 
priority to any repayment of capital to the 
holders of ordinary shares. Re Walter 
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Symons Ltd., [1934] Ch. 308, and Re F. 
de Jong & Co. Ltd., [1946] 1 All E.R. 556, 
applied. (Re E. W. Savory Ltd., [1951] 
2 All E.R. 1036.) 


COMPANY LAW: POSTAL SERVICE MAY BE BY EITHER ORDINARY OR 
REGISTERED LETTER 


Section 437 (1) of the Companies Act 
1948 (Eng.) provides: ‘‘A document may 
be served on a company by leaving it at or 
sending it by post to the registered office 
of the company.’’ 

A writ was sent by registered post to 
the registered office of a company, which 
was at the address of its accountants. The 
latter had instructions to re-direct all 
letters to the company’s city office. The 
writ was thus re-directed, but arrived at 
the city office during staff holidays and a 
saleswoman refused to accept it, with the 
result that the plaintiff’s solicitor ulti- 


COMPANY LAW: ISSUE OF SHARES 


mately received it back from the dead- 
letter office. Execution was nevertheless 
allowed to proceed, so the company set up 
that the service of the writ was bad in that 
it should have been served by ordinary 
post. 


Held (King’s Bench Division, per 
Devlin, J.) : that postal service of a docu- 
ment on a company under the Companies 
Act 1948, s. 437 (1), may be effected by 
either ordinary or registered letter. (7.0. 
Supplies (London) Ltd. v. Jerry Creigh- 
ton Ltd., [1951] 2 All E.R. 992.) 


IN ONE COMPANY IN EXCHANGE 


FOR SHARES IN ANOTHER HAVING A VALUE IN EXCESS OF PAR— 
WHETHER AN ISSUE OF SHARES AT A PREMIUM 


The following English case is of topical 


interest in Australia, where the issue of 
shares in exchange for shares or other 
fixed assets has been of frequent occur- 
rence in recent years. Where the market 
value of the assets acquired is greater than 
the par value of the shares issued as con- 
sideration for them, it is not usual to make 
the book entries as though such shares had 
been issued at a premium. On occasion 
there has been a re-appraisal shortly after 
acquisition and a eapitalisation of the 
profit arising from the revaluation by the 
issue of tax-free bonus shares. It would 
seem that this treatment may be incorrect, 
and we accountants will have to recast our 
ideas and our journal entries. Perhaps 
readers would care to send in their views. 

R.H. Ltd., which was incorporated as a 
holding company, had for its main object 
the acquisition, for the purpose of amalga- 
mation, of the whole of the issued share 
capital of two shipping companies which, 
although carrying on business separately, 
were under the same management. <A 
valuation of the assets of the two shipping 
companies was procured, and, in order to 
equalise the assets of each, the company 
the assets of which were greater paid a 


capital profit dividend equal to the excess. 
R.H. Ltd. then issued the whole of its 
authorised capital of £1,759,606 (being the 
sum of the issued nominal capitals of the 
two shipping companies) to the share- 
holders in the shipping companies on the 
basis of one £1 share for each £1 of the 
nominal value of the shares of the ship- 
ping companies. The aggregate value of 
the assets of the shipping companies at the 
date of the acquisition of their shares by 
R.H. Ltd. was £6,830,972. The excess over 
£1,759,606 was shown, less £4,860 forma- 
tion expenses, in the annual balance sheet 
of R.H. Ltd. as ‘‘Capital reserve, share 
premium account’’ in conformity with the 
(English) Compenies Act 1948, s. 56 (1). 
This section reads as follows: ‘‘Where a 
company issues shares at a premium, 
whether for cash or otherwise, a sum equal 
to the aggregate amount or value of the 
premiums on those shares shall be trans- 
ferred to an account, to be called ‘the 
share premium account’, and the pro- 
visions of this Act relating to the reduction 
of the share capital of a company shall, 
except as provided in this section, apply as 
if the share premium account were paid 
up share capital of the company.’’ 
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These provisions are said to be directed 
at practices such as that followed by 
Gaumont-British Picture Corporation 
Limited, which paid out a large sum by 
way of dividend from its share premium 
account, notwithstanding that it was 
making very large trading losses (see 
[1937] 2 All E.R. 609). 

A large shareholder in R.H. Ltd. sought 
an injunction to restrain the company 
from retaining the sum of £5,066,506 in 
the books as a sum to which s. 56 (1) ap- 
plied or for treating it otherwise than as a 
sum constituting a general reserve, and 
thus available for dividend without the 
formality of reducing capital as_ the 
English Act now requires for distributions 
ex share premium reserves. 

Held (Chancery Division, per Harman, 
J.): R.H. Ltd. had, within the terms of 
s. 56 (1), issued its shares at a premium, 
and therefore was bound to transfer to the 
share premium account a sum equal to the 
aggregate amount or value of the pre- 
miums, ie. the difference between 
£1,759,606 and the true value of the assets 
of the two shipping companies. 

In the course of his judgment Harman, 
J., said: ‘‘Consequently, the share pre- 
mium account can only be distributed in 
the same restricted way and with the same 
leave of the Court as if share capital were 
being returned to the shareholders. Coun- 
sel for the plaintiff asks who in the world 
would suppose that a transaction of the 
kind with which we are concerned here, a 
common type of transaction, was the issue 
of shares at a premium? Nobody, he says, 
in the commercial world would dream of 
so describing it, and at first sight it is with 
a sense of shock that one hears it said that 
this transaction was the issue of shares at 
a premium. Everybody, I suppose, who 
hears those words thinks of a company 
which, being in a strong trading position, 
wants further capital and puts forward its 
shares for subscription by the public at 
such a price as the market in those shares 
justifies. The amount of the price above 
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the nominal value of a share is, no doubt, 
a premium. That is what is ordinarily 
meant by the issue of shares at a premium, 
but the section goes further, for it relates 
to a situation in which a company issues 
shares at a premium ‘whether for cash or 
otherwise’. 

‘*What ‘otherwise’ can there be? It 
must be a consideration other than cash. 
The section continues with the words ‘a 
sum equal to the aggregate amount or 
value of the premiums’. Apparently, if 
shares are issued for a consideration other 
than cash and the value of the assets so 
acquired is more than the nominal value of 
the shares issued, shares have been issued 
at a premium. I think that counsel for 
the plaintiff was constrained to admit that 
in the ordinary case that was so, but he 
says you must draw the line somewhere 
and avoid absurdity. It cannot apply, he 
says, where the issuing company has no 
assets at all other than those it will acquire 
as the price of the issue of the shares. 
‘Premium’, he submits, means some pre- 
mium resulting from the excess value of 
its already existing assets over the nominal 
value of its shares. I am much attracted 
by that. I have every desire to reduce the 
effect of this section to what I cannot help 
thinking would be more reasonable limits, 
but I do not see my way to limiting the 
section in that way. It does not say that 
this is a section which only applies after 
the company has been in existence a year, 
or after the company has acquired assets, 
or when the company is a going concern, 
or that it does not apply on the occasion 
of a holding company acquiring shares on 
an amalgamation. Whether that is an 
oversight on the part of the legislature or 
whether it was intended to produce the 
effect it seems to have produced, is not for 
me to speculate. All I can say is that this 
transaction seems to me to come within the 
words of the section, and I do not see my 
way to holding as a matter of construction 
that it is outside it.’’ (Head & Co. v. 
Ropner Ltd., [1951] 2 All E.R. 994.) 
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(This is the first of a series of four articles dealing with the law and banking 
practice relating to cheques. Subsequent articles will appear in the June, 
August, and September issues of this journal.) 


The cheque is one of the outstanding 
landmarks of modern banking. Nowadays 
most of the financial transactions within 
Australia are settled by means of a cheque, 
while legal tender currency is used mainly 
for small personal payments. The com- 
mercial bill of exchange has also been 
largely superseded by the cheque so far as 
internal trade is concerned. 


Some idea of the growth of the cheque 
system in Australia may be obtained from 
a study of clearing house figures. For ex- 
ample, the total amount of cheques cleared 
through the clearing houses in Australia 
during 1946 was in the vicinity of £3800 
million. In 1924, the amount was only £734 
million. (It should be noted that these 
figures include only cheques exchanged be- 
tween different banks—they do not inelude 
cheques drawn on branches of the same 
bank or cheques presented direct to the 
bank on which they are drawn.) While the 
clearing-house figures give some indication 
of the extent of the use of cheques in Aus- 
tralia, it is difficult to assess the turnover 
of cheques in comparison to notes and coin 
because no official figures are available. 
However, the report of the Royal Com- 
mission on Banking, 1936, contains an in- 
teresting table on p. 345. This table sets 
out the amounts of coin, notes, and cheques 
paid into trading and savings banks in 
Australia during the week ended 25 July 
1936. It shows that out of a total sum of 
£76,768,000 paid into these institutions 
during this period, no less _ than 
£67,055,000, or 87.35 per cent, consisted of 
cheques. The balance was made up of coin 
£875,000 or 1.14 per cent, and notes 
$8,837,000 or 11.51 per cent. 


It has been estimated that approxi- 
mately 85 per cent of the financial trans- 
actions in Australia are settled by cheque 
—some 500,000 cheques, totalling more 
than £10,000,000, are drawn daily. 

Thus, in addition to providing an enor- 
mous saving in the use of legal tender 
currency, the cheque, as the most popular 
and convenient medium of exchange, plays 
an important part in our national life 
to-day. 

History of the Cheque 


Banking developed in England, in the- 
seventeenth century, out of the practice of 
persons lodging their money with gold- 
smiths, who gave a receipt for the amount 
deposited. As time went on, the depositors 
were allowed to withdraw the whole or 
portion of the deposit by means of a writ- 
ten order. To-day, cheques are written in 
exactly the same way. 

The practice of lodging deposits with the 
goldsmiths arose out of a political incident 
which had far-reaching consequences. 
Prior to the seventeenth century, people 
left their money with the Royal Mint in 
the Tower of London. In 1640, however, 
the reigning monarch, Charles I, was re- 
fused supply by Parliament and he seized 
£130,000 of the people’s savings deposited 
with the Mint. This action caused much 
consternation, and the people looked 
around for a more secure depository. They 
went to the goldsmiths, who were engaged 
in the business of money changing and who 
had adequate facilities for the safekeeping 
of money and valuables. The business of 
the goldsmiths flourished, but, unfor- 
tunately, there were many abuses. As a 
result of these abuses, the history of bank- 
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ing during this period was marked by 
many failures. People thereupon urged 
the establishment of a central institution 
similar to the central banks operating in 
Europe. 


As a result of this agitation, the Gov- 
ernment adopted a proposal by William 
Paterson which resulted in the establish- 
ment of the Bank of England in 1694. The 
capital of this new institution, which was 
subscribed by the merchants of London, 
was used to relieve the financial embarrass- 
ment of the Government, and in return the 
bank was granted the privilege to issue 
notes payable to bearer on demand. The 
bank virtually became a monopoly and its 
power was further increased by an Act 
passed in 1708 which forbade the issue of 
notes payable to bearer on demand by any 
other bank, and confined the issues of pri- 
vate banks to those with not more than six 
members. This restriction had the effect of 
limiting competition from larger institu- 
tions and confined the issue of notes to 
small private banks throughout the coun- 
try which in the majority of cases were 
not capable of handling this increased 
business. 


The larger joint stock banks, therefore, 
set out to counter the activities of the Bank 
of England and the small private banks, 
and introduced the innovation of allowing 
depositors to withdraw their deposits, on 
demand, in writing. It was therefore a 
natural transition for these banks to issue 
their customers with books of blank with- 
drawal forms with which to withdraw their 
deposits or make payments to third parties. 
These forms, on which were provided 
spaces for the name of the payee and the 
amount payable, were similar to the 
modern cheque and were invariably pay- 
able to bearer, thus indicating that the 
cheque originated in the desire of the 
London bankers to overcome and meet the 
competition of the Bank of England with 
its monopoly of issuing notes. 

Ultimately, this new practice proved so 
successful that it largely: supplanted the 
Bank of England note as a means of 
making payments. 

The cheque, then, in its earliest form, 
was used as a substitute for the banker’s 
note payable to bearer on demand, and the 
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qualities it possessed in those early days 
which gave it an advantage over the bank- 
note were, firstly and mainly, its conveni- 
ence in that it was drawn for the exact 
amount owing and furnished a record of 
the settlement of the debt. Secondly, it 
relieved the customer of the necessity for 
keeping a stock of banknotes and coin for 
the payment of his accounts. The rise of 
Britain to financial and commercial leader- 
ship during the eighteenth century can be 
attributed to a large extent to the develop- 
ment of the cheque, which has become the 
national currency in which the great bulk 
of payments are settled, and to the initia- 
tive shown by the early joint-stock banks 
in developing new business in spite of the 
growing opposition from the Bank of Eng- 
land. The development of the cheque to 
its present state of perfection for remit- 
tance purposes is an outstanding feature— 
to have supplanted gold and notes as a 
means of making all but small cash pay- 
ments, without possessing the advantages 
of being legal tender, is a high test of 
quality. The cheque has done for the trans- 
fer of credit what wheeled vehicles have 
done for the transport of goods. 


Banker and Custemer 


To obtain a proper understanding of the 
subject of cheques, one should be able to 
appreciate the relationship which exists 
between banker and customer when a 
cheque account is opened. 

This relationship was first expounded in 
Foley v. Hill (1848), when the then Lord 
Chancellor stated that ‘‘money when paid 
into the bank ceases altogether to be the 
money of the principal. It is then the 
money of the banker, who is bound to re- 
turn an equivalent by paying a similar 
sum to that deposited with him when he is 
asked for it. It is then the banker’s money. 
He is known to deal with it as his own. He 
makes what profit of it he can, which profit 
he retains to himself paying back only 
the principal, according to the custom of 
bankers.’’ This made it clear that a banker 
who receives money from a customer does 
not receive it in any fiduciary capacity. 
He does not receive it as a trustee or as a 
factor or an agent of his customer. The 
money is no longer the property of the 
customer; but the banker, be it noted, is 
compelled to return to the customer an 
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equivalent amount when he is required by 
his customer to do so. In other words, a 
duty is imposed upon the banker to honour 
his customer’s cheques to the extent of 
the balance standing in the name of that 
customer. Just as certain obligations are 
imposed on the banker in the relationship 
of banker and customer, so, on the other 
hand, the customer has certain duties im- 
posed upon him. The banker is bound to 
earry out his customer’s mandate, but the 
customer, on his side, must see that his 
mandate is clear. A customer must not 
facilitate fraud by writing out his cheque 
so carelessly that fraud is invited. For 
example, the most common form of care- 
lessness in filling up cheques is to leave 
spaces before or between the amount ex- 
pressed in writing and figures, with the 
result that any fraudulent person, into 
whose hands the cheque may come, is pro- 
vided with an opportunity to raise the 
amount of the cheque so that such alter- 
ation may not be apparent to the paying 
banker. It is equitable that any loss which 
may arise as a result of such carelessness 
should fall on the customer and not on the 
banker. In an attempt to protect such 
customers against themselves, banks now 
have their cheque forms printed with the 
words ‘‘the sum of’’ in the hope that cus- 
tomers will commence writing the amount 
in words immediately thereafter. This 
form of carelessness is by no means a 
recent development, as we find so long ago 
as 1827 in the case of Young v. Grote, and 
more recently in the Macmillan Case 
(1918), examples of it. In the latter case, 
it was made quite clear that a duty is im- 
posed upon the customer to see that the 
cheques drawn upon the banker are pro- 
perly drawn. 


As mentioned previously, a banker is 
bound to honour his customer’s cheque, 
provided there is sufficient balance in the 
account, that the cheque is drawn in 
proper form, and there is no legal reason 
for not paying it. When a cheque is pre- 
sented for payment, it is necessary for the 
banker to ask himself certain questions. 
First, does the signature purport to be one 
which the customer has authorised the 
banker to honour and, secondly, is it 
genuine? Has the cheque been altered since 
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it was issued? Is the person who presents 
it the holder—in other words, if it is an 
‘‘order’’ cheque, is the endorsement in 
order? Has payment been stopped? Has 
the banker received notice of the death of 
the drawer? Or has the banker received 
notice of any other disability, such as 
lunacy or bankruptcy? Or has the banker 
been served with a garnishee order or 
other order prohibiting payment? Is there 
sufficient money in the account? Is the 
date on the cheque in order? Is it post- 
dated or ante-dated? All these considera- 
tions which the banker must bear in mind 
before the cheque can be paid will be the 
subject of these articles. 

The law relating to cheques in Australia 
is found in the Bills of Exchange Act 
1909-1936 —a Commonwealth enactment 
which is based on the English Act of 1882. 
While the sections of the Bills of Exchange 
Act devoted to cheques as such are few— 
only twelve in number—ss. 78-88A inclu- 
sive, it should be remembered that every- 
thing in the Act relating to bills payable 
on demand has equal application to 
cheques with one exception. 


This exception is found in s. 50 (2) (bd), 
which says: ‘‘where a bill is payable on 
demand, then subject to the provisions of 
this Act, presentment must be made within 
a reasonable time after its issue, in order 


to render the drawer liable.’’ In the case 
of the particular kind of bill—the cheque 
—however, the drawer is liable on it for 
six years from its date, provided that if the 
cheque is presented within a reasonable 
time of its issue and the drawer suffe>s 
damage as a result of such delay, he is 
discharged to the extent of such damage— 
vide s. 79. 

Cheque Defined 

Part III of the Bills of Exchange Act is 
devoted to provisions regarding such 
features of cheques as are not found in 
connexion with a bill. Section 78 (i) de- 
fines a cheque: ‘‘A cheque is a bill of ex- 
change drawn on a banker, payable on 
demand.’’ 

Section 8 of the Bills of Exchange Act 
defines a bill of exchange: ‘‘A bill of ex- 
change is an unconditional order in writ- 
ing, addressed by one person to another, 
signed by the person giving it, requiring 
the person to whom it is addressed to pay 
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on demand, or at a fixed or determinable 
future time, a sum certain in money to or 
to the order of a specified person or to 
bearer.”’ 


These sections, taken together, show that 
a cheque is an unconditional order in writ- 
ing addressed by one person to another, 
who must be a banker, signed by the per- 
son giving it, requiring the banker to 
whom it is addressed to pay on demand a 
sum certain in money to, or to the order 
of, a specified person or to bearer. 


Thus it will be seen that a cheque is a 
particular type of bill of exchange in that 
it must be payable on demand and possess 
a particular type of drawee—a banker. All 
cheques therefore are bills of exchange, but 
not all bills of exchange are cheques. 


A cheque differs from a bill of exchange 
in several points :— 

(1) It does not require acceptance. 

(2) It is not entitled to days of grace. 

(3) It is drawn on a banker. 

(4) A banker may be protected if he 
pays it bearing a forged endorse- 
ment. 

(5) The drawer is the person liable to 
pay the cheque and, as a rule, it is 
not discharged by the _ holder’s 
failure to present it in due time, 
unless the bank on which it is drawn 
fails (s. 79). 

From a consideration of the foregoing 
definition, it will be seen that the first 
requisite of a cheque is that it should be 
payable on demand. 

The second requisite is that the cheque 
should be an unconditional order. Most 
students are familiar with a form of 
cheque which has a receipt attached with 
a place provided for a duty stamp. Such 
instruments require to be closely scrutin- 
ized by the drawee banker before he per- 
mits a customer to use them. If they do 
not fall within the statutory definition of 
a cheque, then he must either decline to 
allow his customer to use them or he must 
take from his customer a suitable form of 
indemnity to ensure that he retains the 
protection afforded to him as a banker in 
the payment of a customer’s cheques. It 
does not follow because a, cheque has a 
form of receipt attached that it is a con- 
ditional order. The acid test is this: Is the 
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instruction as to the receipt or signature 
merely a condition between drawer and 
payee that does not affect the order to the 
drawee banker, or is the instruction ad. 
dressed to the banker? If it is only ad- 
dressed to and affects the payee or holder 
of the cheque, then it does not make the 
order conditional so far as the banker is 
concerned. 

For example, the following documents 

are not cheques :— 

‘‘The Bank of Melbourne Limited. 
Pay to J. Jones the sum of £50. Pro. 
vided the receipt form at the foot 
hereof is duly signed, stamped, and 
dated.’’ 

or an order addressed : 


‘*Pay to J. Brown the sum of £50, on 
the attached receipt being duly 
signed.’’ 

But where there is no proviso in the 
cheque, but at the foot of it, the words, 
‘“‘The receipt at back hereof must be 
signed, which signature will be taken as 
an endorsement to the cheque’’ — these 
words, although imperative in terms are 
addressed to the payee, and not to the 
drawee banker and do not affect the nature 
of the order to him. 

The importance of the distinction is that 
if the document is not a cheque, even if it 
is crossed, neither the paying nor the col- 
lecting bankers get the protection that the 
statute affords in the case of cheques. 


So much for the fact that a cheque must 
be an unconditional order. The remaining 
points in the definition call for little com- 
ment. A cheque must be in writing, and 
writing includes printing and typewriting. 
It may be written in pencil, although for 
obvious reasons this practice is discouraged 
by bankers. A cheque written in ordinary 
pencil would not usually be paid without 
reference to the drawer, as the banker can- 
not tell whether or not it has been altered. 

Cheques written in indelible pencil, al- 
though discouraged by bankers, are gener- 
ally paid if in order. 

Amount of a Cheque 

The amount of a cheque must be a sum 
certain in money. As a rule the amount 1s 
usually written in words in the body of the 
cheque and, in the new style forms, the 
figures appear on the right-hand side, op- 
posite or just under the wording. 


(Continued on page 173) 
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It is important to note that discrepancy 
between the amount payable in words and 
figures on a cheque will not invalidate the 
instrument, for, by s. 14 (2), ‘‘Where the 
sum payable is expressed in words and also 
in figures, and there is a discrepancy be- 
tween the two, the sum denoted by the 
words is the amount payable.’’ In practice, 
a banker rarely pays the amount in words 
if it is the larger amount. Such cheques 
are usually returned marked ‘‘ Words and 
figures differ,’’ or ‘‘amounts differ,’’ al- 
though bankers sometimes pay the amount 
in words if that is less than the amount in 
figures. 

The Bills of Exchange Act does not 
specifically say that the amount must be 
stated in words—s. 14 (2) implies that if 
there is a discrepancy between the sum 
payable in words and that expressed in 
figures, then it is the amount expressed in 
words which is the amount legally payable. 
The insertion of the amount in words in 
the body of a cheque, however, is a safe- 
guard to bankers and others against 
fraudulent alteration. 


Alterations in Cheques 


As regard alterations in cheques, 
material alterations should always be 
signed. by the drawer, and not simply 
initialled. 

By virtue of ss. 69 and 84 of the Bills of 
Exchange Act, any alteration of the date, 
sum payable, place of payment, and cross- 
ing on the face of a cheque is material and 
should be confirmed by the drawer. This 
list is not exhaustive; other alterations in- 
clude: alteration to payee’s name, deletion 
of word ‘‘order’’ and substitution of word 
“bearer.’’ Actually, any alteration which 
has the effect of varying the terms of the 
instrument must from its nature be 
material. 


Date on Cheques 


_ Bys. 8 (4) (a) of the Act a cheque is not 
invalid because of the omission of the date. 
The date is not a material part of a cheque 
—this is to say it is not essential for its 
validity. The date may be proved by parole 
evidence. However, it should be noted that 
an alteration of the date is a material alter- 
ation and requires the drawer’s confirma- 
tion. The difference between the insertion 
of an omitted date and the alteration of a 
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date should be noted. Section 25 (2) per- 
mits a lawful holder to insert a date, but 
s. 69 requires all parties to agree to an 
alteration, because the alteration to the 
date is a material alteration and the cheque 
should bear evidence that the drawer 
approves of the alteration. 


Ante-dated Cheques 

An ante-dated cheque is one dated prior 
to the date of the day on which it was 
issued. Such a cheque is not invalid 
(s. 18 (2)). Although a banker will not 
pay a cheque which has been outstanding 
twelve months, the drawer is not dis- 
charged from liability upon it for six 
years. Some bankers will return, for the 
drawer’s confirmation, cheques which have 
been outstanding six months. 


Post-dated Cheques 

A post-dated cheque is one which is 
dated subsequent to the actual date on 
which it is drawn and which is issued be- 
fore the date it bears. Such a cheque is not 
invalid (s. 18 (2)). 

A post-dated cheque as between the 
holder and the drawer and any intermedi- 
ary parties is valid. A banker, however, is 
not entitled to pay a post-dated cheque 
before the date appearing on it. Should a 
banker pay such a cheque before the date 
on it, he will be liable to the drawer for 
any consequences that may ensue. For 
example, if he dishonours a cheque which 
would not have been dishonoured if the 
post-dated cheque had not been paid, or if 
the drawer gives notice to ‘‘stop-payment”’ 
before the date of the cheque arrives, an 
action for damages to his customer’s ac- 
count might lie against the banker. 

If a cheque is dated on a Sunday it can- 
not be paid until the following business 
day. Such a cheque presented for pay- 
ment on the Saturday would be returned, 
marked ‘‘Post-dated.’’ 

Mutilated Cheques 

If a cheque bears evidence of having 
been torn, as though to cancel it, payment 
should be refused. If, however, a note is 
written upon a mutilated cheque by the 
collecting banker that the cheque was acci- 
dentally torn by him or that he guarantees 
it, the paying banker usually accepts such 
an explanation or guarantee as sufficient. 
An unconfirmed explanation by the payee 
is not generally accepted. 





The Australian Accountant May, 1952 


REGISTER OF MEMBERS 
COMMONWEALTH INSTITUTE OF ACCOUNTANTS 


VICTORIA 

Admitted as Provisional Associates: 
Messrs. J. D. Balmford, D. W. Campbell, J. S. Kirkland, I. R. Lane, B. Sternfeld, G. L. 
Tyrer, R. N. Williams. 

Admitted as Associates: 
Misses R. T. Ashmore, A. R. Greenwood, Messrs. D. A. Adcock, R. F. Alexander, J. H. 
Allan, G. K. Andrews, B. J. T. Anthony, W. G. Appleby, J. Barker, D. D. Blackwell, 
A. J. Cameron, 8. K. Chang, 8S. R. Couper, B. R. Dahlsen, F. P. Dwyer, S. L. Egan, 
M. G. Gee, J. T. K. Hassed, B. E. Horsburgh, L. E. Judge, W. A. H. Kellett, 8. J. 8. 
Matthews, R. A. Mentzenthen, K. B. Middleton, J. O. Miller, 8. G. Mizon, J. McConnell, 
J. K. MeGowan, J. B. O’Brien, W. J. Pinney, L. L. Schulz, D. W. Shields, L. G. E. Smith, 
F. W. Thorpe, W. D. Tucker, N. F. Wenlock, B. H. Whitaker, D. F. Wicks. 

Advanced to Fellow: 
Messrs. V. G. H. Harrison, J. B. Yuille. 

Names Removed from Register: 
Messrs. H. C. Broderick, F. R. Browne, W. B. Ditchburn, E. L. Hicks, G. W. Hodgson, 
H. A. Smith (all deceased), Mrs. E. Sullivan, Messrs. T. F. Bentley, C. W. Dickins, 
E. W. Elphick, W. G. Lake, C. C. Peace, R. J. Richards, A. E. Smith, A. J. C. Teague, 
L. B. Tomlins (all resigned). 


New SoutH WALES 

Admitted as Provisional Associates: 
Misses P. G. Bradbury, G. C. West, Messrs. S. B. Baker, S. T. Bowman, J. A. Crawford, 
A. E. Dobson, J. J. Dunphy, A. J. Foote, R. E. Gallagher, K. W. Gallie, G. Green, B. A. H. 
Gunness, T. W. Henderson, J. A. Keir, N. M. Westmore. 

Admitted as Associates: 
Messrs. J. D. Alder, V. S. Gleeson, P. D. Henderson, E. A. G. Olson, H. Payne-Scott, 
W. S. Robinson. 

Advanced to Fellow: 
Mr. T. H. Henry. 

Names Removed from Register: 


Messrs. J. H. Fleming, A. S. Morgan, E. R. MeKern (all deceased), Messrs. C. H. Key, 
S. S. Smith, J. L. Tulloch (all resigned). 


QUEENSLAND 
Advanced to Fellow: 
Mr. J. L. Amies. 
Name Removed from Register: 
Rev. J. R. O’Brien (deceased). 


WESTERN AUSTRALIA 
Admitted as Provisional Associates: 
Messrs. W. A. Atherden, F. A. Lockwood, K. F. Richards, J. J. Tate, P. L. Wheatley. 
Advanced to Fellow: 
Mr. L. Beasley. 


SoutH AUSTRALIA 


Admitted as Associates: 

Messrs. A. R. Elliott, R. W. Muir, W. H. O’Callaghan. 
Name Removed from Register: 

Mr. G. D. Wainwright (resigned). 


AUSTRALASIAN INSTITUTE OF COST ACCOUNTANTS 


Admitted as Fellow: 
Mr. C, F. Tilson. 
Admitted as Associates: 
Messrs. N. A. Lee, J. O. Miller. 


Admitted as Provisional Associates: 
Messrs. A. F. Cooke, A. M. Fisher, D. F. Wicks. 








May, 1952 


The Australian Accountant 


End Pages 


Angus Cancaster 


Mona Lisa 


On 21 August 1911 an event occurred 
which rocked the world. On that day Mona 
Lisa was stolen from the Louvre! Gone 
was the world’s most famous portrait; 
vanished the haunting Giaconda smile. 
France was in a ferment; the French 
cabinet had a special meeting; the heads of 
the Louvre were sacked. It was not until 
1913 that the portrait was recovered at 
Florence in the possession of Vincenzo 
Perugia, a gentleman of Verona, but the 
motive of the crime remained unknown 
until 1948, when a marquis (whose name 
has been suppressed) made a death-bed 
confession. 


It appears that a French painter, Andre 
Chandow, had been engaged in faking 
Italian masterpieces, and the marquis was 
gainfully employed in selling them to the 
Argentinians. In 1910 a Brazilian million- 
aire placed an order with the marquis for 
the Mona Lisa—price no object—a really 
worthwhile commission. 


But how was Chandow to make a perfect 
copy of the masterpiece? Now, the Louvre 
is encumbered with many stupid rules, and 
one of these bars copyists from its premises. 
It was necessary, therefore, to ‘‘borrow’’ 
the painting, and this task was entrusted 
to Perugia. He got a job at the Louvre as 
cleaner, and, after two months’ careful 
planning, he lifted la Gioconda with even 
greater ease than my granddaughter plucks 
out her milk teeth. No trouble at all—if 
you want the Coronation Stone, or the 
Doomsday Book, or Miss Rita Hayworth— 
don’t fuss—just take them. But leave the 
Pyramids alone—the job is too much of a 
strain. 


With equal ease the lady was smuggled 
into Italy. Here again, it is all done by 
kindness. But just try to take, quietly, a 
few thousand cigarettes into Italy. Even 
if you explain that they are necessary for 
your health, the cads object. Chandow 


painted six perfect copies of Mona Lisa, 
and the marquis sold them in different 
parts of the world at a friendly price equal- 
ling the value of the original less a special 
discount for cash. Then the marquis, the 
painter, and Perugia had some trifling 
arithmetical disagreement’ as to the divi- 
dend. Perugia, who objected to the fifty- 
fifty-one horse-one rabbit principle of dis- 
tribution, only because of a religious 
horror of rodents, took umbrage and de- 
parted with the original. However, its 
possession made him nervous, and he wrote 
to a Florentine dealer saying he wanted to 
restore the portrait to its owners. The 
dealer notified the police. 


In 1949 a Roman art dealer announced 
that, under instructions from an Argen- 
tinian gentleman, he was prepared to sell 
the genuine Mona Lisa for 10,000 dollars. 
This presumably is one of the six copies. 
But is it? The story goes that the experts 
cannot say with certainty which of the 
Louvre and the Roman portraits is the 
original and which is the copy. In a word, 
did Perugia take the original with him to 
Florence ? 


This story has a moral: don’t make 
stupid rules. If copyists had been allowed 
in the Louvre, the Mona Lisa would never 
have been stolen. I had the personal mis- 
fortune to run into another of these ridicu- 
lous prohibitions. I was standing, on 
another August day, in front of the por- 
trait drinking in its beauties. 1 wanted to 
have a closer look at what are possibly the 
world’s most beautiful hands. Being 
possessed of little sight I looked at them 
through a magnifying glass. I was sud- 
denly pounced on by a diminutive official 
who exclaimed that it was forbidden to 
use a glass. The rudeness of this twittering 
twerp angered me, and, whilst my know- 
ledge of French is defective, my vocabulary 
of denigratory French epithets is magnifi- 
cent, the product of a fine school. I had 
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just completed a description of his appear- 
ance, his manners, and his habits, and was 
comfortably engaged in discussing his an- 
cestors when the official in charge of the 
gallery was attracted by the din. He was a 
good fellow, and explained to me that the 
rule was a ‘‘betise,’’ but as it really existed 
he could not help me. I must not use the 
glass. It appeared that the alleged reason 
for the rule was that by using the glass I 
might, by some sleight of science, direct 
the sunlight on to the portrait and so 
damage it! Mine was the greater stupidity. 
What a shame to lose one’s temper before 
one of the world’s loveliest ladies! 


The Quality of Mercy 


Mercy and forgiveness are the divinest 
attributes of the Great Being... and that 
which clothes the Godhead in glory cannot 
disgrace feeble humanity. — Charlotte 
Bronté. 


Lentamente 


Sir John Jensen has kindly sent me this 
story from one of the last strongholds of 
the poets :— 

An inebriated officer in an Irish regi- 
ment, after making several futile attempts 
to mount his horse, called out: 

**St. Michael, lend me your aid! 
St. Christopher, assist me! 
St. Patrick, help!’’ 
Then, with a terrific effort, he threw him- 
self at the saddle and landed right over 
on the other side of the animal on his back. 

Shakily picking himself up, he said: 
**Gently, gently, my friends, not all at 
once !”’ 


A Note to the Prime Minister— 
What was the Fault of Coriolanus? 


Whether was it pride, 

Which out of daily fortune ever taints 

The happy man? Whether defect of judg- 
ment, 

To fail in the disposing of those chances 

Which he was lord of? 
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Butter Side Up 


In Mrs. Gaskell’s Life or Charlotte 
Bronté, written nearly 100 years ago, she, 
naturally, gives us many of her impressiong 
of the Yorkshire folk of her day. This ig 
one of the stories she tells :-— 

‘““The West Riding men are sleuth 
hounds in pursuit of money. Miss Bronté 
related to my husband a curious instaneg 
illustrative of this eager desire for riches, 
A man that she knew, who was a small 
manufacturer, had engaged in many local 
speculations which had always turned out 
well, and thereby rendered him a person 
of some wealth. He was rather past middle 
age when he bethought him of insuring his} 
life; and he had only just taken out hig) 
policy when he fell ill of an acute disease) 
which was certain to end fatally in a very} 
few days. The doctor, half-hesitatinglyy 
revealed to him his helpless state. ‘By 


jingo!’ cried he, rousing up at once intoy 
the old energy, ‘I shall do the insurance) 
company! I always was a lucky fellow 

This, doubtless, is the basis of the modern] 
story with the same ending as the title to 
Alas, a cruel censor forbids me} 


1? mS 


this note. 
to relate it. 


Lodgers and Boarders 


The difference between a ‘‘lodger’’ and a 
‘*hoarder’’ is expressed in the judgment of 
Denning, L.J., in a case recently decided} 
by the English Court of Appeal ( Williams 
v. Linnett, [1951] 1 All E.R. 278). ‘‘Im§ 
the sixteenth and early seventeenth cem) 
turies, to be a traveller a man had # 
‘lodge’ in an inn, that is, he had to stay the 
night or, at least, engage a room for they 
night; see Warbrooke v. Griffin (1609), 2 
Brownl. 254; and he had not to stay more) 
than three nights because, if he did so, hey 
ceased to be a lodger and became a boarder) 
(Gulielm’s Case (1625), Lat. 88, Harland’ 
Case (1641), Clay 97). ¥ 

Music hall artists please note. For 3009 
years they have misdescribed one of theif) 
objects of hilarity and mirth. No ‘‘lodger™ 
could reach the heights of bliss ascribed t0% 
them in the space of three days. 











